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THE LABOR POLICY OF THE SHIPPING BOARD 


There is no other field of industry in which the responsibility 
for industrial relations rests as largely with the federal government 
as is true in the case of shipping. At the present time, the United 
States Shipping Board is probably the wealthiest corporation in 
the United States, and certainly by far the largest shipping organi- 
zation in the world. On June 30, 1920, the Shipping Board was 
itself operating—through private companies acting as its agents— 
about 1,500 sea-going vessels representing an investment of 
perhaps $2,000,000,000 or $3,000,000,000, and employing approxi- 
mately 60,000 seamen. On the same date the Board was employing 
in shipyards, through the medium of lump-sum and cost-plus 
contracts, another force of about 75,000 men, completing vessels 
which will ultimately very considerably swell the already large 
government-owned fleet. Along the waterfront the services of 
approximately 100,000 longshoremen were employed a greater or 
lesser portion of the time in loading and unloading the Shipping 
Board’s vessels. In all this field the government is for all practical 
purposes the big employer. True, the Shipping Board engages 
private operators to manage its vessels, lets out to stevedores the 
loading and unloading, and contracts with shipbuilders for ship 
construction and repair. But as long as the Shipping Board pays 
the bills, makes the profit, and stands the loss, the Board must 
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inevitably control the general policies and limits within which the 
companies who actually employ and pay the men must work. 
Not only this, but because of the dominating position which the 
Shipping Board occupies, the Board’s action or inaction has had 
in the past and must continue in the future to have a predominant 
influence over the development of industrial relations in the entire 
field of shipbuilding, ship operating, and ship stevedoring, regardless 
of whether the particular concern involved be under the Shipping 
Board or altogether privately owned. 

The policy which the Shipping Board follows toward labor 
should, therefore, be a matter for real concern not only to every 
citizen of the United States who is interested in the labor problem, 
but to all those who are concerned about the successful development 
of America’s overseas commerce. It is, however, especially 
important that thought be given to the question at this time; for 
it happens that the Shipping Board is at the present juncture 
engaged in a reformulation of its labor policy, which, if carried 
to completion, will alter fundamentally the scheme of industrial 
relations, as it was being worked toward during the greater part 
of the Shipping Board’s career. A more opportune moment, 
therefore, could hardly be selected for (1) an explanation regarding 
the chief features of the Shipping Board’s labor program as it 
existed, let us say, a year and a half ago; (2) a statement regarding 
the modifications in policy by which during the past few months 
a practically new aim has been substituted; and (3) an inquiry into 
the fundamental question as to what policy ought to be followed 
by a great governmental organization which holds in its hands the 
guidance in labor matters of a great key industry. These are the 
vital questions which will be kept in mind, first in a brief review 
of labor developments in the separate branches of the shipping 
industry, as shipbuilding, longshore work, and marine operations, 
and then in a general discussion, taking up in one place the subject 
of Shipping Board labor policy taken as a whole. 

In order to put in its true perspective the narrative which 
follows, it might be remarked that absolute unity of labor policy 
has been impossible of realization, even at any one moment, in an 
organization as large and complicated as that of the Shipping Board, 
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especially in view of the constant shifting in personnel. The prac- 
tical operations of the Shipping Board have, to a very large extent, 
been in the hands of a small group of shipping men who represented 
in their former associations a group particularly hostile to trade 
unionism. But, on the other hand, there have been most of the 
time on the Shipping Board and in the Shipping Board organization 
individuals who have frankly sought to make the Board’s policy 
one of meeting the unions half way, and enlisting the support of 
these voluntary associations in the building up of methods and 
agencies of adjustment which would be co-operative rather than 
dictatorial or one-sided in their operation. In view of this conflict 
of view, and face to face with an industrial problem as great, at 
least, as that of the Steel Corporation, it would have been surprising 
had there not been continually going on within the Shipping Board 
itself much of the same conflict of opinion which has, during the 
last few years, characterized the discussion and handling of labor 
questions in the country at large. Taking the career of the Shipping 
Board as a whole, however, it would be safe to say that, as a result 
of the Shipping Board’s activities with respect to shipping, the 
marine, longshore, and shipbuilding industries of the United States 
soon became much better organized for the peaceful and democratic 
adjustment of labor questions than they had been in August, 1917, 
when the influence of the Shipping Board first began to be felt; 
and that further, as a result of the example thus set, the greater part 
of the employers and employees in the industry are today desirous 
of continuing friendly and co-operative relations. It is with a 
view to helping preserve whatever good there may be in that which 
has been worked out that this review of the ups and downs in 
industrial relations during the last three and a half years is 
attempted. 

As it is our intention to discuss the past only as it bears on the 
problems of the future, no effort will be made here to outline the 
great work connected with ship construction, largely of an employ- 
ment-management character, which was done during the war by 
the Division of Industrial Relations of the Emergency Fleet Cor- 
poration. Educational and personnel work, particularly in ship 
construction, will not again be attempted by the Shipping Board, 
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now that the waremergency is past; or, if such work is revived, it 
will be a different problem from that of the development of the 
fundamentals of industrial relationship with which we are primarily 
concerned at this time. 

Our survey should begin, therefore, with the method set up in 
ship construction for the establishment of wage rates and conditions 
of employment which would satisfy and attract the workers, main- 
tain industrial peace, and at the same time prevent employers, 
many of whom were operating on a cost-plus basis, from disrupting 
and unsettling the labor market by reckless competitive bidding. 
To accomplish these purposes, the Emergency Fleet Corporation 
and Navy joined with the American Federation of Labor in 
September, 1917, in the setting up of what was officially called the 
Shipbuilding Labor Adjustment Board, but more commonly 
spoken of as the Macy Board. The Macy Board made a number 
of wage awards, which were enforced, and indeed paid for, by the 
Emergency Fleet Corporation, the last general awards being those 
of October 1, 1918. 

The Macy Board had been making awards once in six months, 
in order to keep wages abreast of the rapidly mounting cost of 
living. When, however, April 1, 1919, arrived, it was found that 
no very great increase in prices had occurred since October; and 
moreover persons generally supposed that the cost of living and 
wages, too, would shortly begin to fall. Under these circumstances 
the Emergency Fleet Corporation announced that it would follow 
the October 1, 1918, award until October 1, 1919, in the meantime 
discontinuing the Macy Board. The pledge to maintain these 
wage rates seemed at the time to be a rather liberal policy. 

Before October 1, 1919, a number of unexpected things were, 
however, to happen. For one thing, both wages and the cost of 
living, instead of going down, continued to move upward. Espe- 
cially in the building trades, which are the trades most closely allied 
to ship construction, wages began to rise to a noteworthy extent, 
so that, though during the war the Macy rates had been purposely 
made liberal so as to attract the necessary labor, by October, 1919, 
they were no longer to any marked degree above normal. On the 
contrary, there were particular occupations, as for instance those 














en 











THE LABOR POLICY OF THE SHIPPING BOARD 5 


of coppersmith and common laborer, for which it was very difficult 
if not impossible for the yards to get labor at the authorized rates. 
As the fall of 1919 approached, there were accordingly many 
requests from both shipyards and employees for the revision of 
specific rates, as well as for general wage advances, especially on 
the Pacific Coast. 

To make reasonable adjustments in an orderly way, it was 
proposed in various quarters that a board, somewhat analogous 
to the Macy Board, but made up primarily of representatives of 
the shipbuilders and the employees’ unions—in place of the Shipping 
Board, Navy, and unions—be recreated. In fact, this had been 
the plan of the Emergency Fleet Corporation at the time the Macy 
Board had been dissolved. And many efforts had been made by 
the Fleet Corporation toward this end, both before and for some 
months after April 1. While the brunt of the actual negotia- 
tions and working out of rates would under such a plan be borne 
by the private shipbuilders rather than by the government, the 
Shipping Board would of course have to agree either to accept the 
rates settled upon, or at least to consider them as recommendations 
upon which it would formally act. Otherwise the Board could 
not function on any important question. 

By October, 1919, there had, in accordance with this plan, been 
set up for the East the Atlantic Coast Industrial Board, to which 
eventually perhaps 60 per cent of the shipbuilders became parties. 
But meantime important changes had taken place in the personnel 
of the Shipping Board; and also a new element had been introduced 
into the government’s labor policy. It happened that, in August, 
the President had, in a proclamation to the railroad men, insisted 
that labor should withhold demands for wage increases pending 
the working out of plans for a reduction in the cost of living. 
Also the President had issued a call for the first industrial confer- 
ence. 

While the Shipping Board imposed no obstacle to the private 
shipbuilders and the shipyard workers getting together in any way 
in which they might see fit, the chairman of the Board announced 
that, after October 1 as before, the Board would not stand any 
increased expense as a result of increases in rates over the Macy 
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award rates of October, 1918. Later on, the first industrial con- 
ference broke up without reaching any conclusion; the cost of 
living rose decidedly; and the railroad men, as well as men in many 
other occupations, received wage advances; nevertheless, the 
policy outlined by the chairman of the Shipping Board (on Sep- 
tember 30, 1919) has never been receded from; the Industrial 
Board has never functioned on any important question; and two 
special boards, the one set up in New Orleans, and the other estab- 
lished by agreement between the Bethlehem Shipbuilding Corpora- 
tion and the unions, have also had to choose between doing 
practically nothing and running counter to the policies of the 
Shipping Board. 

On the whole, the effort to perpetuate in the shipbuilding 
industry the rates of the last Macy award has been more successful 
than anyone would have anticipated. Shipbuilding wages are 
now much below those in the building trades—the differential 
in places having become as wide as that between $1.25 and $0.80 
an hour—and yet work goes on; though not, it is true, without a 
considerable number of strikes, one especially—in San Francisco— 
having been costly. Probably the curtailment of work in the 
building industry, together with the decrease in the number of men 
needed in shipbuilding itself, has been an important factor in holding 
the Macy rates. 

Those familiar with conditions in the shipbuilding industry do 
not, however, believe that the wage problem or the labor problem 
has really been solved. The Shipping Board has all power, and 
by insisting doggedly on one set of rates, it has been able to preserve 
an illogical system long beyond its time. (The New Orleans 
employers, breaking away from the Shipping Board’s policy, have, 
however, raised the Macy rates 1o cents. What will be the final 
outcome of this move is not yet apparent.) Just how long the 
Shipping Board might be able to stave off disruption may never 
be known; for shipbuilding—at least as far as the Shipping Board 
is concerned—is a rapidly declining industry. When the private 
employers again assume control, little more than a memory of the 
system of wage adjustment developed during the war will, in all 
probability, be left. 
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Until within the last year, the direction of the labor policy of 
the Shipping Board as respects longshore and marine employees 
has been in different hands from those which have had charge of 
employees in ship construction; and, as it has happened, the 
course of events has run differently. 

So far as longshore industrial relations are concerned, everything 
from August, 1917, until October, 1920, centered around the 
National Adjustment Commission. This body was the product 
of a voluntary agreement between the International Longshoremen’s 
Association, the private shipping interests, and the United States 
Shipping Board (and other interested government departments), 
by which there was set up a system of national and local adjustment 
commissions, headed by a chairman selected by the Shipping Board 
and having other members representing respectively the union and 
the employers. Like many other war-time agencies, the National 
Adjustment Commission was at the time participated in only half 
willingly by the employing interests, and it was generally supposed 
that they would withdraw shortly after the armistice was signed. 
The notice of withdrawal was, however, never given—for the reason 
that the shipping men, on full consideration, felt increasingly con- 
vinced that the industry was better off with the commission than 
without it. The shipping men, indeed, were not altruists. In 
some of the ports where, owing to the employment exclusively of 
colored labor, they felt that they controlled the situation, the em- 
ployers held out against giving the commission complete jurisdic- 
tion. But in the case of ports like New York, where the men are 
disposed to get what they want or fight, the shipping men believed 
that they benefited by the commission. During the war it had 
maintained almost perfect industrial peace, among a rather turbu- 
lent type of workers, and at a time when many industries were 
more or less convulsed by strikes. 

The Shipping Board, as constituted last year, was also highly 
pleased with the workings and principle of the National Adjust- 
ment Commission, and in June, 1919, it took the initiative in invit- 
ing longshoremen and shipping interests to unite with it in replacing 
the war-time arrangement with a permanent peace-time agreement. 
All parties approved of this plan, and in September, 1919, the 
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National Adjustment Commission was formally reconstituted on 
what was intended to be a permanent peace-time basis. 

The optimism of June and September, 1919, met a decided 
setback in October when the newly reconstituted commission made 
its North Atlantic award. Owing to the President’s appeal of 
August against any substantial increase in wages while the govern- 
ment was making its attempt to bring down the cost of living, the 
commission made a very conservative award, giving the men an 
advance of 5 cents an hour, an amount ever so much less than the 
men had asked, and equivalent to about half the increase in the 
cost of living during the year. This award gave the political 
enemies of the president of the union an opportunity to assail his 
leadership, and an unauthorized strike took place which for about 
thirty days tied up shipping in New York, and also in New Orleans. 
(While the New Orleans strike roughly paralleled the New York 
strike, it was, in part at least, due to local difficulties of a factional 
nature.) There was perfect co-operation between the parties 
signing the agreement in fighting this strike, and it was ended 
by the men returning to work on the basis of the award. The 
unexpectedly small increase had been accompanied by a promise 
that if the cost of living did not come down the award would be 
reopened; and as by December 1, 1919, there was small evidence 
of any decrease in the cost of living, a new award was issued making 
the total increase in wages granted by the two awards equal to 
15 cents an hour. 

The above-mentioned strike at New York and New Orleans 
was the only important strike coming under the full jurisdiction 
of the National Adjustment Commission during the three years 
of its existence, the bitter coastwise strike of the spring and 
summer of 1919 having been outside the commission’s jurisdiction. 
As a strike it was considerably shorter and less serious in its results 
than various other strikes among shipyard workers, seamen, and 
those longshoremen coming outside the commission’s jurisdiction. 
In fact, the October, 1919, strike, because of the National Adjust- 
ment Commission agreement and the faithfulness to it of the 
officers of the union, resulted in a victory for the Shipping Board 
and the shipping men. While it is unpleasant to realize that even 
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under an agreement strikes have occurred, the incident did not 
turn the private shipping men and stevedores against the com- 
mission idea. On the contrary, they found in the existence of the 
commission the one thing which was relatively stable in what 
would otherwise have been a chaotic situation. Hence time has 
only strengthened the appreciation on the part of the steam- 
ship men of the practicability and value of the commission 
method. 

As far as either the private steamship interests or the longshore- 
men are concerned, the National Adjustment Commission would, 
therefore, now be an established institution. But the Shipping 
Board, on its part, has during recent months questioned the 
appropriateness of this method of establishing wages. Perhaps 
the powerlessness of the Board to prevent the 5-cent and r1o-cent 
wage increases last fall had a good deal to do with the origin of this 
feeling—this, of course, in addition to the unfavorable impression 
caused by the unauthorized strike. However that may be, the 
main reason for opposition to the commission would seem to be 
one of general theory: that it is not proper or wise for the Shipping 
Board to place in anyone else’s hands the authority to establish 
wages, when the Shipping Board could do this itself, either directly, 
or by agreement with the union. 

There are, of course, a good many different plans by which a 
labor board could be set up, and the necessity of choosing between 
different types might give rise to dispute. Objection might possibly 
be leveled against the constitution of the National Adjustment 
Commission on the ground that there should be more than one 
neutral member, or, on the other hand, that only the two sides 
ought to be represented; on the ground that the Shipping Board 
should have a direct representation on the employers’ side, instead 
of appointing only the impartial chairman, over whom necessarily 
it has no control; or on the ground that the Shipping Board should 
have the right of approving or disapproving the awards when 
finally made. But it was not against any detail of this sort that 
the opposition to the commission centered. These might, if it 
was thought wise, have been altered. It was against the idea of 
having a commission—against the idea of tying the Board’s hands 
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as regards direct action—that the mind of the Shipping Board 
became set. 

Before taking any action, the Shipping Board consulted the 
private steamship interests and longshoremen, who were parties 
with it to the National Adjustment Commission agreement. The 
longshoremen were in favor of continuing the agreement, and so were 
the steamship men at the principal ports, especially at New York. 
Written communications were submitted to this effect; and also 
this position was taken at a conference called by the chairman of 
the Shipping Board to consider the question, in the middle of July. 

The plan of the Board had, however, been formed, and on 
July 29 a resolution was passed, announcing by the required 60-day 
notice that the Shipping Board would, on October 1, withdraw 
from the National Adjustment Commission. The Board, in 
announcing this decision, stated that it would deal directly with 
the longshoremen’s union. So in a second great field the Shipping 
Board has declared against the policy of encouraging or permitting 
the functioning of adjustment boards. 

The third group of men which, perhaps more than any other, 
falls within the special province of the Shipping Board is made up 
of the officers and crews on the Shipping Board’s own vessels. 
During the war the interests of the Shipping Board in this field 
were so paramount (the Board had few vessels of its own, but it 
had requisitioned practically all Atlantic shipping) that both ship 
owners and seamen voluntarily gave to the Shipping Board the 
right to fix wages and working conditions for all Atlantic shipping. 
Although in a sense this was an arbitrary power, the Shipping Board 
exercised it in as open and co-operative a manner as possible, 
calling both ship owners and seamen into constant conference, 
and striving to set up representative adjustment bodies wherever 
practicable. 

After the armistice the Shipping Board hastened to surrender 
this power, and it sought in the spring and summer of rgrg to get 
ship owners and seamen to agree to the setting up of a marine coun- 
cil, modeled largely on the National Adjustment Commission, but 
obtaining its inspiration in part from the industrial council move- 
ment then prominent in England and to some extent making prog- 
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ress in this country. The ship owners were favorable to taking 
the plan up; but the seamen, unlike the longshoremen, were 
disinclined to become a party to any commission. 

During the conference called to consider this project, a very 
determined struggle took place over the question as to whether or 
not the members of the International Seamen’s Union should have 
preference in employment. The union at this time believed that 
some of the ship owners were trying to undermine its organization 
by employing non-union men from the West Indies; hence their 
determination that they would not enter into any agreement 
unless they were sure that the employers really intended to do 
business with the union. In the excitement and delay that arose 
over this issue a strike broke out, and although there had originally 
been no wage demands, except a rather apologetic demand in one 
department, the strike soon became general and eventually centered 
largely around wages and conditions. 

It was the break between the war status and peace equilibrium. 
After about three weeks of strike, the men went back to work on 
the basis of substantial increases in pay and improvement in 
conditions, though without union preference. The union prefer- 
ence was unnecessary, for during the strike practically all the 
men had become organized. 

At this time there became established the policy which the Ship- 
ping Board has since followed with the marine unions, and which, 
with some modification in spirit and emphasis, is still in effect. 
It is to leave to the American Steamship Owners’ Association on 
the Atlantic coast, and also to the corresponding group of steamship 
owners on the Pacific coast, the task of threshing out in direct 
negotiation with the unions all questions of wages and conditions 
and of arriving at the text of a specific trade agreement. The 
Shipping Board follows rather closely the progress of the negotia- 
tions and, when an understanding has been reached, signs the 
agreement, and by formal resolution of the Board orders that the 
wages and conditions which it contains be observed on all vessels 
operated for the Shipping Board. 

Under this plan the Shipping Board has in fact worked very 
closely with both the private ship owners and the unions, and it 
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has found the unions to be of great assistance in convincing the 
men of the importance of working for wage scales reasonable 
enough so that the American merchant marine may be in a position 
to compete with the merchant marines of foreign countries. Since 
July of 1918, more than a year has passed without a strike, without 
an increase in wages, and with the best of relations existing between 
the Shipping Board, the American Steamship Owners’ Association, 
and the unions. 

In fact, so cordial is the present relationship that it has been 
possible to go this year a part of the way along the path which 
was tried last year but failed. After more than a year of effort, 
the various marine unions on the Atlantic and Gulf have at last 
consented to the setting up of a permanent committee made up 
of representatives of the employers and the unions, with power to 
hear grievances and make interpretations of working rules in the 
interim between the making of the annual agreements. Thus a 
significant step has been taken toward the organization of the 
marine industry on a basis that will mean a larger measure of unity 
among ship owners and seamen, and a greater degree of co-operation 
and mutual understanding between the two. 

While the plan of industrial relations is at present running along 
with less of opposition in the instance of the seafaring employees 
than in the case of the shipyard or longshore employees, neverthe- 
less the plan which has been developed as the result of several 
years’ experience is even here not a settled matter. The question 
has in recent months been very definitely raised whether the 
Shipping Board should continue to be a party to an agreement 
with an association of its employees. Should not the government 
treat all citizens alike, whether they belong to a union or not? 
Should the government bind itself to any agreement? Should not 
the government determine its own policy, consult the men when 
possible, but itself decide what is right and put it into effect? 

With this question in mind, the Shipping Board has with great 
reluctance consented this year to a renewal of the wage agreements 
with the seamen. It has not only hesitated to give its consent 
but, departing from its custom of a year’s standing, it has raised 
issues in the negotiations which for a time threatened to make 
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any agreement impossible, endeavoring to alter in important par- 
ticulars the agreement already reached by the private steamship 
interests and the unions. So far, the Shipping Board has not 
departed from its policy of entering into agreements, but it will 
be one of the main questions of the next year as to whether after 
the season of 1921 the Shipping Board shall continue to be a party 
to any trade agreement. 

In turning from this brief narrative of the relations between 
the Shipping Board and labor during the past three and a half years 
to a critical examination of the various methods of adjustment 
followed, it should be pointed out that the Shipping Board in all 
its efforts to work out a sound labor policy was greatly handicapped 
by the failure of the National Administration to promulgate any 
clearly defined labor policy. In particular, the Macy Board, 
whose decisions very early made a great impression on the public 
mind, was compelled to make its awards in the face of a general 
industrial situation which had become extremely difficult of han- 
dling. The conditions under which the Macy Board was compelled 
to do its work—a better knowledge of which would have saved much 
unwarranted criticism and prejudice touching the work of the 
Board—may be stated in a word as follows: (1) Before the United 
States entered the war, considerable areas of unheard-of high wage 
rates had been created by the placement of foreign war contracts 
with enormous bonuses for early delivery; this led manufacturers 
to offer enormous wages to attract skilled workmen in sufficient 
numbers to assure early delivery, and the earning of the large 
bonuses. (2) After the United States entered the war, the placing 
of great numbers of cost-plus contracts led private manufacturers 
greatly to extend the areas of high wages as the easiest way to 
attract skilled workers—and thus increase their profits. (3) There 
developed a vigorous bidding-up of wages, private manufacturers 
being in competition both among themselves and with the govern- 
ment, and the government departments themselves being in direct 
competition with one another—the government having made no ade- 
quate provision for co-ordinating its departments, although the labor 
activities of each of them were vitally affecting both the other 
government departments and private business all over the country. 
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(4) It became of the utmost importance to standardize wages in 
shipbuilding, in order to prevent constant migration of labor from 
plant to plant and from one section to another. (5) Wages in 
shipbuilding had to be fixed at the highest level even in these days 
of unduly high wages because, the shipbuilding industry being 
practically new in this country, it was necessary to attract large 
numbers of men from other callings. 

This labor situation, tending as it did to become constantly 
worse, was one which should from the beginning have been dealt 
with as a single national problem; but, instead of this being done, 
each industry was left to work out its own salvation. The Shipping 
Board, though perhaps the greatest sufferer from the lack of any 
unified policy, was not in a position to control what was done 
elsewhere. The Macy Board had to standardize wages along the 
lines made necessary by the confused state of the industrial situa- 
tion. Had it not been for this standardization, wage rates would, 
under war conditions, inevitably have gone much higher than they 
actually did. But among some government departments, and in 
the minds of many private business men who did not and do not 
yet understand the difficulties under which the Macy Board was 
laboring, there arose a prejudice against the Board and against 
the whole idea of arbitration which helps to explain the difficulty 
of commanding government and public support for even the very 
excellent and successful system of arbitration which, in spite of all 
difficulties, was developed in a considerable portion of the Shipping 
Board’s work. 

Taking up now the labor policies of the Shipping Board, both 
during the war period and from the armistice down to the present 
time, it may be seen that there are three possible ways of dealing 
with employees. One method is for the government to become a 
party to, or encourage the setting up of, representative labor boards 
or commissions which will have either absolute or recommendatory 
powers over wages, conditions, etc. ‘The Macy Board, the National 
Adjustment Commission, and the marine grievance committees 
are examples of plans of this sort. The second plan is for both the 
government and the employees to keep their hands free in the long 
run, but from time to time to enter into trade agreements, binding 
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themselves mutually to observe certain conditions and maintain 
uninterrupted service for periods of a year or more. The third 
plan is for the government to direct its labor policy by fiat, perhaps 
listening from time to time to arguments advanced by the employ- 
ees or their representatives, but reserving and exercising the right 
of taking such action as the heads of the Shipping Board may deem 
desirable without waiting for or desiring that an agreement be 
made, or turning over to any commission or agency of adjustment 
the right to decide controverted matters or make recommendations. 

During the last year the three branches of the shipbuilding 
and ship-operating industry have illustrated the three methods 
of dealing with industrial relations. In the longshore industry 
there has been a commission, in the marine industry trade agree- 
ments, and in the shipyards fiat. But while there has been so far 
a variety of method, the tendency of any individual or organization 
to reduce all its dealings to a single system will not permit such 
diversity of procedure to last indefinitely. The Shipping Board 
is one organization, under one head, and having one labor depart- 
ment. There can be no question but that, whatever may be the 
proposal for the present, in the long run an effort will be made to 
bring the industrial-relations policy in each field to that standard 
method which the Board at heart feels to be most desirable. 

It is not very difficult to guess toward which of the three alter- 
native policies the Shipping Board is at the present moment headed. 
Certainly the Board has no intention of following the first method, 
that of utilizing labor boards or commissions. Since the dissolu- 
tion of the Macy Board in 1919, the Shipping Board has with 
great vigor forestalled every effort of private interests or the Navy 
to set up again in the shipbuilding industry any effective adjustment 
board. Now the Shipping Board has taken a yet more decisive 
step in withdrawing from the National Adjustment Commission, 
a body which the Shipping Board itself set up in 1917, and re-created 
as a permanent peace-time organization in 1919, and which both 
the employers and employees concerned were practically unanimous 
in desiring to have continued. 

Is, then, the Shipping Board tending toward what we have 
called the second method of adjustment, that of entering into trade 
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agreements with the unions? That is what the Board assures the 
longshoremen in announcing its withdrawal from the National 
Adjustment Commission. But almost in the same breath the 
Board announces to the unions of licensed officers and seamen, 
with whom it has concluded eminently satisfactory agreements, 
that it enters into agreements with great reluctance, that if the 
agreement does not suit it will not sign, and that in any case it will 
not commit itself to the policy of signing agreements for more than 
one year from date. If beyond next summer the Shipping Board 
continues to be a party to trade agreements with the longshoremen 
or anyone else, it will be either because the Shipping Board cannot 
avoid it or because it has had a change of heart. 

How then will the Shipping Board conduct its industrial rela- 
tions? Very simply. It will leave details to the shipyards, the 
stevedores, and the operators of Shipping Board vessels. They 
may handle their problems as they wish. But when it comes to 
costs, to the rate of wages paid, to questions of overtime, hours, 
the right of union representatives to visit vessels, and anything 
else that effects the profits or free hand of the Shipping Board, on 
all these questions the Board will lay down its own policy, which 
must govern all who come under its authority. 

Glancing back once more over the career of the Shipping 
Board, it may be said that the basic struggle within the organi- 
zation has been between two tendencies. On the one hand there 
has been the policy, at one time in a clear ascendancy, to turn as 
much as possible of the direction of labor questions over to the 
actual operators and builders of ships on the one hand, and to 
associations of the men on the other, the Shipping Board helping 
to keep things going and guarding the public interest, but depending 
on organizations within the industry ior a maximum amount of 
self-direction. On the other hand, there has been an inclination, 
from the first existing alongside the other but during the last year 
or more rapidly encroaching on it, to resist any notion of systematic 
consultation, scrap all machinery coming in between the Board and 
its operators and employees, and have all important matters 
decided by direct act of high authority. 

It is one of the most natural things in the world that, considering 
the character of boards and individuals, this last-mentioned tend- 
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ency, toward centralization of authority, should have made strong 
headway. The Shipping Board is officered by men who have a 
very keen sense of public duty. Those heading the organization 
have the herculean task of making a financial success of the greatest 
business organization that the world has ever known. There are 
perils on every side. There are many people who are working for 
things which the heads of the Shipping Board feel would mean the 
ruin of the merchant marine, or at least its serious injury. Councils 
are divided. What more natural than that an energetic man, 
devoted to his work and to his country, should take the short cut, 
and himself direct that the policies which he believes are essential 
should be carried into execution? Does an executive ask for checks ? 
Does a party in power usually ask that its acts be reviewed before 
they are put into effect? Why should not the organization which 
owns the great bulk of America’s ships say: We will not bother 
with commissions or agreements. We will declare our own policy. 
People may come to see us if they wish; but we will decide. 

Unfortunately for those who would argue for this policy, the 
question as to what the Shipping Board itself would like to do, or 
naturally tends to do, does not at all settle the question. The 
Shipping Board is not in the position of the owner of a private 
business, who often runs his business very much to suit his own 
notions. Not only is the Shipping Board answerable to the elec- 
torate of the country, but there are two great groups of persons 
in the country who are perhaps even more interested than the 
Board in many of the decisions which the Board reaches, two 
parties whose interests the government has no right to neglect, 
and whose well-considered treatment is, in fact, indispensable to 
the success of the very program which the Shipping Board is trying 
to carry out—namely, the private ship owners, and the several 
hundred thousand men whose life-work lies in the shipping 
industry. 

As the final phase of our inquiry, we will consider, therefore, the 
question as to what sort of labor policy the Shipping Board will 
have to pursue if it is to protect the rights and interests and secure 
the effective co-operation of these two groups. 

A few words will suffice to show that the present attitude of the 
Shipping Board is bound to militate against the interests of the 





18 HORACE B. DRURY 


privately owned shipping industry. The Merchant Marine Act, 
1920, announces that the permanent policy of the United States 
is to build up a privately operated merchant marine. This ultimate 
goal should therefore be kept in mind in all the plans which the 
Shipping Board makes; and the policies of the Board should all 
of them pave the way for the turning over to private owners, and 
the operation thereby, of the bulk of America’s ships. That is, 
besides considering what the Shipping Board would like to do 
itself, the Board should try to build up agencies and methods that 
will permit of a gradual shifting from public to private control, as 
the ships themselves are transferred. 

How, then, can this aim of building up private initiative and 
control be reconciled with the scheme of settling labor problems 
by fiat of the Shipping Board? The Board, it is true, speaks only 
for its own vessels. But when the Board owns far more than half 
of the overseas tonnage, a policy of independent action on the part 
of the Board renders impossible any high degree of organized 
negotiation on the part of the private ship owners. A minority 
of the employers in an industry where labor is as fluid and com- 
petition as intense as in shipping cannot safely enter into an agree- 
ment to pay certain wages for a certain period of time; for the 
owner of the majority of the vessels by offering higher or lower 
wages could outbid those who had entered into the agreement for 
labor, or underbid them in competition, as the case might be. The 
ship owners and stevedores on all the coasts of the United States 
realize this, and for several years they have entered into agreements 
jointly, the Shipping Board being a party thereto. They are 
intensely desirous of continuing this practice both to hold the 
labor market steady and to preserve industrial peace. Is it prudent 
for the government to step in and because of its temporary ownership 
of a great number of ships break up the plan of action which the 
private interests desire to continue and retain as a permanent part 
of the system of operating shipping ? 

For the time being, the Shipping Board might indeed announce 
its rate, and the private interests would probably follow. But 
why set up a brand-new system of government domination in this 
industry, when it was the intention of Congress that the Shipping 
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Board prepare to withdraw? Is this the proper way to encourage 
the development of private ship operators and associations, com- 
petent to handle their own affairs? Is this preparing the longshore- 
men and seamen to deal harmoniously, or in any other manner, 
with the men whom it is intended to make their permanent employ- 
ers? The plan breathes the spirit of bureaucracy. It is not con- 
sistent with the Merchant Marine Act. 

But perhaps the government will never withdraw from the 
shipping industry. In that case, and indeed whether it withdraws 
or not, there is still the second great group of interests to consider, 
namely, those of labor. No one who reads a newspaper, or who has 
at all-followed the course of events in the last few years, can fail 
to realize that the United States and the world are face to face 
with an unsolved labor problem. Not only is there a large question 
of justice involved, but there is the great question of the efficiency 
of labor, including the lessening of strikes, and the building up 
among employees of a more loyal and intelligent attitude toward 
their work. What attitude ought the government to assume 
toward labor in an industry where for the time being it is a con- 
trolling factor ? 

Until March 4 next, there should be no higher authority on this 
question, at least as far as the governmental departments are 
concerned, than the declared policy of the President of the United 
States. President Wilson, unfortunately, has been ill for some 
months; but just after his return from Europe, when he supposed 
that the international crisis was on the way to a settlement, he 
delivered a message to Congress on the domestic situation. This 

essage, read in Congress on May 20, 1919, was the President’s 
keynote speech for the era of reconstruction which he hoped his 
administration would inaugurate—and the last general message 
which he wrote to Congress prior to his illness. The President’s 
first reference was to labor: 

The question which stands at the front of all others in every country 
amidst the present great awakening is the question of labour. ... . 

By the question of labour I do not mean the question of efficient industrial 
production. .... I mean that much greater and more vital question, 


how are the men and women who do the daily labour of the world to obtain 
progressive improvement in the conditions of their labour, to be made happier, 
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and to be served better by the communities and the industries which their 
labour sustains and advances? How are they to be given their right advantage 
as citizens and human beings ? 

We cannot go any further in our present direction. We have already gone 
too far. We cannot live our right life as a nation or achieve our proper success 
as an industrial community if capital and labour are to continue to be antago- 
nistic instead of being partners. If they are to continue to distrust one 
another and contrive how they can get the better of one another . 
That bad road has turned out a blind alley. It is no thoroughfare to real 
prosperity. We must find another, leading in another direction and to a very 
different destination. It must lead not merely to accommodation but also toa 
genuine co-operation and partnership based upon a real community of interest 
and participation in control. 

There is now in fact a real community of interest between capital and 
labour, but it has never been made evident in action. It can be made operative 
and manifest only in a new organization of industry. The genius of our 
business men and the sound practical sense of our workers can certainly work 
such a partnership out when once they realize exactly what it is that they seek 
and sincerely adopt a common purpose with regard to it. 

Labor legislation lies, of course, chiefly with the states; but the new spirit 
and method of organization which must be effected are not to be brought 
about by legislation so much as by the common counsel and voluntary co- 
operation of capitalist, manager, and workman. ... . Those who really 
desire a new relationship between capital and labour can readily find a way 
to bring it about; and perhaps federal legislation can help more than state 
legislation could. 

The object of all reform in this essential matter must be the genuine 
democratization of industry, based upon a full recognition of the right of 
those who work, in whatever rank, to participate in some organic way in every 
decision which directly affects their welfare or the part they are to play in 
industry. .... The members of the committees on labour in the two 
houses will hardly need suggestions from me as to what means they shall 
seek to make the federal government the agent of the whole nation in pointing 
out and, if need be, guiding the process of reorganization and reform. 


The President speaks of the federal government pointing out, 
and, if need be, guiding the effort to realize the reforms and reorgani- 
zation, of which he so eloquently speaks. In the light of this basic 
statement of policy, what should be the attitude of the Shipping 
Board toward collective bargaining ? 

Of the three possible alternatives, the direction of labor policy 
by fiat may be immediately dismissed as wholly inconsistent with 
the President’s program. Fiat, to be sure, is sometimes necessary, 
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and it sometimes enters as an element into the two other methods 
of procedure; but it is inconceivable that fiat could be the basis of 
any program of industrial relations which could be said to conform 
at all to that outlined by the President. Germany ruled by fiat; 
there are corporations in this country that rule their employees 
by fiat; but does anyone dream that fiat was what the President 
had in mind when he spoke of 


a new organization of industry . . . . a genuine co-operation and partner- 
ship based upon a real community of interest and participation in control 

.. the common counsel and voluntary co-operation of capitalist, 
manager, and workman, .... a full recognition of the right of those 
who work, in whatever rank, to participate in some organic way in every 
decision which directly affects their welfare or the part they are to play in 
industry. 


Fiat, in human relations, is the makeshift of despair; a confession 
of failure to get along by understanding and negotiation; the open 
break with those with whom one ought naturally to get along— 
owing, perhaps, to some unendurable conduct, either on their part 
or on one’s own. It is not normal. It is not a basic policy, in 
business, in government, or anywhere. 

Having disposed, as we may hope, of the question as to whether 
there is any justification for shifting from the more conciliatory 
labor policies to that of fiat, it yet remains to take up the more 
difficult question of the two permissible alternatives, the labor 
adjustment board versus the trade agreement. 

It is not always that the choice between these two methods of 
adjustment is an open one. We have noted that while adjustment 
boards have actually been set up in two branches of the shipping 
industry, in the third the unions would not have it. The officers 
of the International Seamen’s Union felt, in common with some 
others among the ranks of labor, that the workers’ representatives 
are apt to get the worst of things when they have to face the delays 
and intricacies of Board diplomacy, and that the men are on a 
much more even footing with the employers when issues are threshed 
out in open conference, with the workmen sustained by their ability 
to strike. In most cases, however, it is clearly within the power 
of the Shipping Board to set up labor boards, and even the Seamen’s 
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Union has recently gone so far as to indorse the principle of joint 
grievance committees. 

When the choice is open between a system of adjustment boards 
and a plan of blunt collective bargaining, a little reflection should 
make it clear that a government department ought not to hesitate 
a moment in deciding which it would prefer. For democratic and 
favorable to the men though plain collective bargaining in a sense 
is, the method constitutes little more than the groundwork for a 
really effective system of adjusting industrial relations. There are 
at least four very important reasons why the government especially, 
but also the employers and men, should all give preference to that 
type of collective bargaining in which the board or commission 
holds a conspicuous place, rather than that type which chops 
off relations directly after—or maybe before—the annual agree- 
ment is reached. It is understood, of course, that there is no 
absolute opposition between the trade agreement and the joint 
board; and that what we are really discussing here is the issue of 
the trade agreement standing alone versus the trade agreement 
which heads up at some point through a representative board. As 
between these two alternatives, the chief reasons why it is toward 
boards rather than away from them that the Shipping Board 
should move, if it really wants collective negotiation, are as 
follows: 

1. Any agreement, no matter how carefully drawn, needs inter- 
pretation, and also somebody to look after administration or 
enforcement as among the parties. The very least that will suffice 
to make an agreement work smoothly is, therefore, some permanent 
committee which can either hold regular meetings or be subject 
to call, in between the times when the annual agreements are 
negotiated. Much of the work of any commission or board consists 
of this work of interpretation and administration. 

2. The trade agreement is too apt to be negative, laying down 
the conditions on which the men will work, but not affording 
adequate opportunity for constructive co-operation between 
employer and employee. If there exists some permanent organiza- 
tion, and the employers have in mind some improvement in method, 
of which, however, they fear that labor may be suspicious, it 
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becomes possible for the employers to lay the proposed change in 
methods or conditions before the representatives of labor, and 
secure the co-operation of these representatives in gaining the 
assent and help of the men. Also labor will often have its ideas 
of wastes that can be lessened or improvements made which can 
be communicated to the employers if there is a joint body and 
organization always available for such an interchange of views 
and information. 

3. The trade agreement assumes the right and the ever-open 
alternative of striking. If the strike is not allowable, then collec- 
tive bargaining is not bargaining: for what element of bargaining 
enters in, if one side presents a demand, and—if it is not agreeable 
to the other side—they are simply told that they cannot have it, 
and that ends it? The trade agreement, resting alone, is therefore 
simply a bridge over the chasm of a strike, and it may give way at 
any time. Ordinarily the existence of a commission or board does 
not obviate the possibility of a strike. But a strike is less likely, 
especially if there are intelligent third parties to help give balance 
to the board. The expectation is that the parties becoming 
signatory to an agreement creating a commission will get along 
without striking; that is, work out their problems on the basis of 
justice and mutual understanding and accommodation, rather than 
by force. If both parties do not act in this spirit, the commission 
will fail, and there may be strikes or other disorganization of work. 
But the commission stands for the idea of co-operation. 

4. It seems probable that a board or commission, properly set 
up, will bring about greater unity on the part of the employers, 
perhaps also on the part of the employees. This was a very vital 
point in favor of the National Adjustment Commission. Up to 
the time of its dissolution, the National Adjustment Commission 
acted for all the deepwater steamship lines entering New York, both 
foreign and American. It is said that more than half of the vessels 
are foreign, and it is very doubtful as to how long the foreign lines, 
the American lines, and the Shipping Board can all act together 
through the medium of a trade agreement. Labor has a way of 
disorganizing forces that are only loosely bound together or not 
bound at all. 
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For these various reasons progressive private employers and 
union chiefs all over the world have been coming to realize that 
it is desirable to build up some joint organization of employer and 
employee, which can either be grafted on, or in some cases take the 
place of, the present simple process of periodic meetings, at which 
are worked out the traditional agreements. But where the setting 
up of labor boards is for private industry desirable, for a govern- 
ment which wishes to negotiate collectively it is practically neces- 
sary. It is conceivable that for a time the government might go 
through the form of entering into trade agreements, and seem by 
that process to be bargaining collectively. But where any real 
conflict of purposes exists, how is it possible to talk of a bargain 
between the government and a group of workingmen? The collec- 
tive bargain is as a rule negotiated on the strength of the parties’ 
power in the event of a strike. What chance is there that a strike 
between the workmen and the government would help to clear up 
a controversy on its merits, rather than turn on political power or 
the government’s unrivaled strength—if, indeed, the right to a 
strike is admitted at all ? 

Both from the standpoint of its necessities and its dignity, then, 
what a government having dealings with labor has need to do is to 
work out processes more akin to adjudication than to bargaining, 
by which the parties themselves, as well as the public at large, may 
be convinced that a square deal has been given. This is precisely 
what the labor board is designed to do. If the principals in an 
industry in which the government is involved are opposed to boards, 
this might be a good reason why the government should be content 
to enter into the regular trade agreements, in order not to dis- 
arrange the plans of private parties. But where the parties them- 
selves are favorable to joint boards, there would seem to be no 
reason at all for the government’s backing out of the plan. The 
only question should be—What is the proper form for the board ? 
The plea that the government wants direct collective bargaining 
can hardly be sincere. The plan is almost sure to relapse sooner 
or later, in spirit if not in form, into fiat. 

The reasoning set forth above is indeed upheld by the precedents 
established by the federal and state governments on every occasion. 
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The setting up of a labor board has been ordered by Congress for 
the railways; the setting up of adjustment machinery has been 
recommended by the President’s second industrial conference, not 
only for private industry, but for public utilities, and for govern- 
ment employees; the same plan has been followed by the President in 
dealing with the coal situation and in innumerable other crises, during 
both war and peace. In England as in the United States the idea 
of some form of representative body is universally looked upon as 
a factor in any plan for the elimination or easing of industrial unrest. 

In short, the most pertinent question raised by an examination 
of Shipping Board labor policy is the question why a government 
agency, having once established adjustment machinery throughout 
almost all of its province, should on its own initiative set out to 
destroy that machinery. A governmental agency of all parties 
interested in industrial relations should be glad for any reasonable 
means of lessening the likelihood of strikes. Sometimes the gov- 
ernment may feel that in particular instances it could do better by 
threatening to lock out the men than by submitting matters to a 
board. But that governmental body which would prefer to bring 
on a strike and the disorganization of industry rather than to 
submit its side of a controversy to arbitrators appointed, let us 
say, by the President, or, as in the case of the National Adjustment 
Commission, by the Shipping Board itself, that body should have 
reason to fear the reckoning of public opinion, which is not alto- 
gether enamored with the notion of strikes as the method of settling 
disputes. Sometimes a strike may be unavoidable; but it is hard 
to believe that a strike would be necessary in order to protect the 
government against an award of a board set up by the government’s 
own plan and appointment. 

During the year 1919 the Shipping Board, according to an 
estimate officially issued by it on December 4, lost $37,000,000 
because of strikes. How long will the public tolerate a policy that 
is not willing to go half way to avoid such losses? Surely it would 
seem that when both private employers and labor are anxious to 
move toward a better organization of the shipping industry, an 
agency of the government should not be the chief obstacle in the 
path of such a movement. 
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The more important concrete issues raised by the labor policy 
of the Shipping Board—and those concerning which it is feasible 
for the public to form some sort of opinion—include, therefore, the 
following: (1) the refusal of the Board for a year past to allow any 
re-establishment in the shipbuilding industry of a board comparable 
to the Macy Board, although labor, and a considerable portion of 
the employers, have favored such a step; (2) the insistence of the 
Board upon the maintenance of the Macy scale of October, 1918, 
two years after the award was made, and a year and a half after it 
expired, without leaving a way open for the slightest alteration, 
or recognizing that the rates—many of them long since obsolete— 
needed any other justification than the Board’s own fiat; (3) the 
withdrawal October 1, 1920, of the Shipping Board from the National 
Adjustment Commission in the longshore industry, which the 
Board created in 1917, recreated in 1919, and which both of the 
other parties declared they wished to continue; (4) the warning 
to the associations of seamen and licensed officers that within a 
year the Board might withdraw from all marine trade agreements; 
and (5) the tendency, begun about a year ago, and growing much 
stronger, of giving ultimatums to both ship operators and employees 
with regard to what the Shipping Board intends to do, in most 
cases (especially under the present chairman) giving hearings, it is 
true, but, after all, deciding the largest issues without much defer- 
ence to the views of the interested parties. 

Any program as drastic as this is bound to meet with such 
opposition that it will not be carried through in its entirety. But 
before it goes any farther at all is it not worth while to pause and 
consider whether quite a different spirit is not necessary if the 
American merchant marine is to be a success, or the seriousness of 
the labor problem in this country lessened. 

It is important that in government, as in private service, safe- 
guards exist against the forcing of unreasonable and impracticable 
wages. Nevertheless the American merchant marine can never 
be made a success by a mere policy of bluntly holding down wages. 
Other countries will be more successful at that than ourselves. 
What will bring success to the American merchant marine, if success 
is to come at all, will be the infusion into it of the American spirit 
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of team work and co-operation, a spirit of devotion to the ship, and 
to the common enterprise. What is needed is more self-respect 
on the part of officers and men, rather than less; greater encourage- 
ment to independent thought and its free expression rather than 
suppression, a larger feeling of partnership in the enterprise, more 
of hopefulness, and, above all, some organization of operators and 
men which will mean that problems will be worked out by those 
closest to them rather than by some higher body, patriotic and 
able no doubt, but too busy and too far removed from details to 
give the attention that the highest success demands. 

The shipping industry is one that is peculiarly spen to sabotage 
on the part of beaten, discontented men. Without there being 
any strike or official union sanction, men with a grievance may by 
eleventh-hour desertion so delay the sailing of vessels as to bring 
upon shipping a total disorganization. No other industry is as 
open to this danger as shipping, and this circumstance is perhaps 
responsible for the English official recognition of unions. During 
the year just passed, the American public has learned to know what 
even a partial demoralization may do for railroads; and Congress 
has been seeking to create some workable basis of adjusting railroad 
disputes without the fearful costs that are bound to come from open 
friction. Why, at the very moment when not only Congress but 
the most far-seeing and able men in the industrial world are anx- 
iously seeking means of avoiding and settling industrial disputes, 
should one of the chief government agencies gratuitously destroy 
such an agency, which has proved its worth to the extent of com- 
manding the support of the majority of employers and employees ? 

For the moment the evil effects of a dictatorial attitude on the 
part of the government are not felt; for wages the country over are 
practically stationary, and, there being no great adjustment to be 
worked out, there is no likelihood of immediate struggle. The 
unfortunate aspect of the situation is this: that, having induced 
labor to accept a policy of arbitration during a period of rising 
prices when labor could have gotten much higher wages by striking 
than it got by arbitration, the government now breaks with the 
policy of arbitration and insists that, now that the tendency may 
shortly be toward falling wages, the decline shall take place without 
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labor in its turn having any protection against unwarranted 
decreases. Thus the very substantial sacrifice which the ship- 
building, marine, and longshore unions made during the war and 
since the armistice, in that, during a period when they held the 
whip hand, they voluntarily came forward and helped establish 
a system of arbitration, is apt to prove to have been in vain, if not 
worse than in vain, so far as the betterment of industrial relations 
is concerned. The government itself has decided that wage 
adjustments must be worked out by the old method of each party 
availing itself to the limit of changing conditions of supply and 
demand, rather than in some orderly and logical way. And when 
next conditions again give labor the upper hand, it will be hard 
to convince the men that they should a second time sacrifice 
temporary advantage in the interest of a more permanent indus- 
trial stability and peace. 
Horace B. Drury 


Wasaincton, D.C. 














THE ONTARIO POWER COMMISSION: ITS ORIGIN 
AND DEVELOPMENT 


With scarcely a notice from the press and but little attention 
from public men, except those concerned in preparing the legis- 
lation, there was passed in Congress, in June, 1920, an act which 
is bound to have a great and growing influence in the general 
industrial development of the United States and in the extent 
to which the states and their various municipalities will accept 
the opportunities offered of controlling their own public services. 
This act creates what is known as the Federal Power Commission. 
By a stroke of common-sense statesmanship the departmental 
conflicts that have hampered the free development of the great 
water powers of the United States for nearly a century are ended. 

Hitherto three departments—War, Interior, and Agriculture— 
have exercised authority in matters affecting the rights and privi- 
leges of those who would develop water powers. Since the long- 
distance transmission of electricity by hydraulic energy has come 
to play such an important part in industry and transportation 
many an enterprise of public value has been halted by a question 
of interference with navigation, or a question of land damage or 
some other question that was not to be settled by reference to one 
of these three departments alone. No longer will applicants for 
power rights be buffeted between the Scylla and Charybdis of 
discordant views of the different departments having jurisdiction 
over water and power problems, for the new Federal Power Com- 
mission is composed of the Secretary of War, the Secretary of the 
Interior, and the Secretary of Agriculture, and on all questions 
relating to the use of water for power they will not only act as a 
court of inquiry, but their discussions will be a voice of authority 
and an assurance of safety to all who are willing to study the 
public interest in carrying on a public service. 

The act applies to water powers of over 100 horse-power, and 
licenses to utilize power are granted for a period not exceeding 
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50 years. Among the applicants for licenses, preference is given 
to states or municipalities, but as between private applicants prefer- 
ence is given to those whose plans are best adapted to use the 
water in the public interests, for navigation, for power and con- 
servation purposes. One noteworthy provision is that licenses 
for the development and transmission by states or municipalities 
shall be enjoyed without charge to the extent that such power is 
sold to the public without profit. The regulations in force in 
states which have public service commissions are to be observed 
by the licensees of power, but where a state has no such commis- 
sion the regulations and conditions made by the Federal Power 
Commission shall prevail. An applicant for power privileges 
must file plans of the proposed work; records of costs of construc- 
tion are to be kept and at the end of 20 years reserves are to be 
held at the disposal of the Commission for the amortization of 
development and distribution costs. 

Upon this foundation there should be a rate of progress in 
water-power development beyond any degree of the recorded 
past. The greatness of this newly opened door will be seen when 
it is stated that of all the resources of primary power in use in the 
United States according to the latest special reports! steam, up 
to 1912, still constituted 80 per cent of the total, and water power 
only 16 per cent; yet in the period from 1902 to 1912 the use of 
water power increased 137 per cent whereas the use of the steam 
increased only 96 per cent. The large aggregate of steam-raised 
power is due to the fact that in those regions—as for example, 
the New England States—where population is greatest and in- 
dustries longest established, water powers are relatively smallest 
and coal cheapest. But that the day of hydro-electric develop- 
ment is now dawning is shown by the fact that in the group of 
eleven states which include the Mountain States and Pacific Slope 
States—where coal is dear and water power most abundant— 
water-power development increased 451 per cent in the period 
from 1902 to 1912 and the installed water power per capita of popu- 
lation was also over four times that of the rest of the states. The 


1 “Electric Power Development in the United States,” Report to Senate by the 
Secretary of Agriculture, 1916, 
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future in store for hydro-electric energy is disclosed in the estimates 
of the potential water-power resources of the United States. These 
estimates vary from 20,000,000 to 200,000,000 horse-power, but 
accurate knowledge is not yet available and it is safest to take 
the conservative estimates of the Geological Survey which, at a 
“plant efficiency” of 75 per cent, indicate 27,943,000 horse-power 
at the minimum of stream flow for the average year, or 53,905,000 
horse-power calculated on the maximum flow of the streams. 
The Commissioner of Corporations in his report estimates the 
minimum total at 32,083,000 horse-power and the maximum at 
61,678,000 horse-power. Of this vast potential natural resource 
less than 5,000,000 horse-power had actually been harnessed for use 
in 1912. Taking the developed total at one-sixth of the potential 
power—say 30,000,000 horse-power—it would mean that if the 
water-power resources of the United States were today in full 
service a coal bill of $1,200,000,000 a year at present average 
prices would be saved. Returns made to the Interstate Commerce 
Commission show that the electrification of the steam railways 
would, of itself, reduce the coal consumption for railways alone 
by 80,000,000 tons a year, an amount equal to one-sixth of the 
coal produced for all purposes in the United States. This saving 
would be effected, even if steam were still largely used to generate 
the power in central stations for locomotive purposes. 

The increase in the price of coal during the past twenty years 
seems destined to be permanent, if the mines are not expropriated 
in the common interest, and this prospect enforces the need of 
a more comprehensive development of hydro-electric power. It 
is tolerably certain, therefore, that under the aegis of the new 
Federal Power Commission various states, including many urban 
municipalities, will desire to create new water powers on a scale 
which has not heretofore been attempted by private individuals 
or commercial corporations. No more enlightening example 
can be given of the possible attainments in this field than is pre- 
sented by the evolution of the Hydro-electric Power Commission 
of Ontario. 

Beginning operations in 1910 as a distributor in the Niagara 
district of only 750 horse-power, none of which it generated, the 
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Hydro-electric Power Commission of Ontario has grown to be the 
largest generator as well as the largest distributor of electric cur- 
rent in the world, its systems of generating stations now covering 
an area extending from the valley of the Ottawa on the east to the 
Detroit River on the west, and from the shores of Lake Erie and Lake 
Ontario on the south to the sparsely settled region north of Lake 
Superior. When the extensions now under construction are 
completed, as is expected within the next two or three years, the 
twelve systems in operation under the commission will have an 
aggregate of 1,400,000 horse-power. This does not take into 
account the power incidental to the Saint Lawrence canal im- 
provements or the Georgian Bay canal developments, the former 
of which, if carried out, would add one to two million horse-power 
each to the province of Ontario and the state of New York according 
to the plan of water storage and power development, while the 
Georgian Bay scheme would yield a million horse-power—a sum 
sufficient to pay the cost of the navigation improvement. By 
virtue of its achievements the Commission has become recognized 
as a unique adventure in economic legislation as well as in its plan 
of administration. ; 

The natural wonder of Niagara Falls, which has attracted sight- 
seers from all over the world ever since it was described by Father 
Hennepin in 1698, would of course become the first study of elec- 
trical engineers when the feasibility of transmitting power to 
distances from the immediate site of its production was demon- 
strated. The creation of the state parks on each side of Niagara 
Falls had a bearing on these developments. When Lord Dufferin, 
while governor-general of Canada, visited the Falls in 1878 his 
sense of the artistic was shocked by the horde of fakers, touters 
and cabmen who, with methods approaching that of the bandit 
took merciless toll from the tourists at every point of vantage. 
He proposed to the governor of New York that a state park be 
established for the double purpose of beautifying the surroundings 
of the Falls and of protecting the people in their right to a free 
and peaceable view of the great waterfall. Lord Dufferin’s idea 
was that these should be national parks and the Ontario govern- 
ment gave up its local rights in favor of the Dominion government. 
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The federal government failed to act and, after five years, the 
Ontario government took up the obligation and at a cost of $525,000 
created the Queen Victoria Niagara Falls Park, prohibited gambling, 
the sale of intoxicants and soliciting by cabmen and others within 
the reservation. Corresponding action was taken by the state 
government on the New York side. On the Ontario side, however, 
the revenues from such concessions as might be maintained in 
the public interest were quite insufficient; and the Park Commission 
into whose hands the management of the park was committed 
turned to the idea of the lease of power rights as a means of revenue 
which might be obtained without a direct tax on the province. 
“Thus by the advance of electrical science the field of exploitation 
at Niagara Falls was suddenly enlarged from the ten-cent faker 
in natural scenery to the ten-million dollar concessionnaire who 
was to take toll of the powers of nature.” The result of this 
system of power leases is that the Park Commissioners now derive 
a revenue of about $300,000 a year and have enlarged the original 
reservation of 154 acres to a park which within a few months will 
comprise 1,550 acres, extending above the river from Lake Erie 
down to Lake Ontario, and including several historic sites and 
monuments. 

Broadly speaking it may be said that the transmission of elec- 
tric current to any distance beyond a dozen miles did not become 
of practical interest to engineers and industrial corporations till 
the very close of the nineteenth century; yet before the twentieth 
century opened a score of companies were on the lookout for 
power privileges at Niagara Falls and along the Niagara River. 
On the New York side a water-power company had been incor- 
porated in 1853, and it lighted the business streets of Niagara 
Falls as early as 1881. Perhaps the first practical plant used in 
conveying power as well as light was installed by the late John R. 
Barber at his paper mill at Georgetown, Ontario, in 1888; but the 
first long-distance line of note in the United States was put in 
operation at Pomona, California, in 1891. The first lease of power 
on the Canadian side granted by the park commissioners was made 
to the Niagara Falls Park and River Railway at a rental of $10,000 
a year; but the condition of electrical science at this date is 
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indicated by the fact that the dynamo of 200 horse-power for the 
operation of this line installed in 1900 was the largest that had 
been built in Canada. 

The tremendous extension in the range of electrical transmis- 
sion within the space of a few years may be measured by two facts: 
one is that the power of dynamos has increased from the 200 horse- 
power mentioned to those that are now being made for the Hydro- 
electric Power Commission having 52,500 horse-power each; the 
other is that pressures have increased from a thousand volts or 
so to the 110,000 volts now attained in the regular operations 
of the same commission from their Niagara plants, which are able 
to transmit current 250 miles as far west as the Detroit River. 
So great was the faith of engineers and financial men in the future 
of electric power and the industrial creations therefrom that three 
power companies on the Canadian side (to which side seven-eighths 
of the volume of the Niagara flows at the cataract) and one on 
the American side were energetically at work on power plants 
capable of generating over 400,000 horse-power when as yet they 
had not an actual market for 50,000 horse-power. It was under 
these circumstances that the generating company on the American 
side, having acquired large blocks of land, was anxious to turn 
these blocks of land and power into blocks of revenue, and so it 
came about that favorable and permanent rates (from $14 to $18 
per horse-power per year) were given to companies prepared to 
start electro-chemical, and electro-metallurgical industries whose 
commercial success depended upon the command of power cheaper 
than could be obtained from coal, with the control of temperatures 
that could be attained only through the electric furnace. The 
result was of national significance beyond the conceptions of the 
power projectors, for at this day more than thirty of the industries 
of the city of Niagara Falls—which has grown from a population 
of 10,000 in 1892 to 60,000—are the direct offspring of the cheap 
electric power, while the establishments using the materials from 
these as by-products number over two hundred. So important 
had these products become that when the United States entered 
the European war the government found it necessary to take con- 
trol of the whole chemical and power output of 278,000 horse- 
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power for the manufacture of war chemicals, placing federal guards 
over the works. 

It was not so on the Canadian side, where, apart from the 
considerable blocks of power delivered to Buffalo and other New 
York points before the further export of power was prohibited, 
it was the evident policy of the private power companies to sell 
at the highest rates obtainable without spending time and money 
in founding electro-chemical and electro-metallurgical industries. 
At this period there was every prospect of the establishment of 
a monopoly of electric power covering Toronto and every other 
important city and town in western Ontario. In Toronto there 
was a company which already controlled the power and lighting 
business of the city under a charter which the holders construed 
virtually perpetual; there was another company which owned 
the city street-car service and there were three other companies 
which together monopolized the suburban electric railway traffic 
leading into the city from the east, west, and north. All these 
corporations were controlled by the same group of capitalists. 
At an early stage of hydro-electric development one of the three 
companies on the Canadian side at Niagara was preparing espe- 
cially to control the power supply of Toronto and other places, 
and was actually the first to deliver current in that city. Now 
this corporation had a board of directors interlocking with the 
directorates of the group of transportation and power interests 
referred to. The generating company did not transmit its own 
power, but created a separate company for transmission purposes, 
and the system was correlated by a holding company, the entire 
series being directed by these interlocking directorates. So far 
as the generation and distribution of Niagara power was con- 
cerned the system provided four stages of profit between the point 
of development and the areas of consumption by the people; and 
thus the foundations were laid for an incalculable amount of tribute 
to be paid by the people beyond the cost of the power and service 
of distribution. A similar situation existed in Hamilton, whose 
electric lighting and power services were monopolized by a com- 
pany generating power at DeCew’s Falls, thirty-five miles distant, 
and drawing its water from the Willard Canal at a point twelve 
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miles west of Niagara Falls. The Hamilton company was actually 
the pioneer of the large generating companies and made such prof- 
its that in the course of a few years it was able to obtain control 
of the lighting and power business, not only of Hamilton, Brant- 
ford and several neighboring towns, but of the street railway 
systems of Hamilton and Brantford and of the electric lines radiat- 
ing from Hamilton. Fourteen corporations were thus brought 
under one control by interlocking directorates. It was alleged 
that with the great head of water obtainable at DeCew’s Falls— 
265 feet, or nearly double that of one of the Niagara plants—the 
Hamilton company could generate at a profit at $4.50 per horse- 
power per year in the early years, and yet it was charging the city 
$84 per year for each arc lamp, while commercial users of current 
were charged 15c per kilowatt hour. In Toronto, Montreal, 
Ottawa, and other cities, at this period there were no standard or 
uniform rates for power or light, but each applicant was judged 
as to his ability to pay or as to the urgency of his business needs, 
and charged accordingly. 

Alarmed at the exactions in prospect from these power monopo- 
lies the governing bodies of municipalities began to meet to investi- 
gate the power problem, and many influential newspapers advo- 
cated the purchase and distribution of current direct by munici- 
palities. Informal conferences by representatives from city coun- 
cils were held, and a fund was raised to defray the cost of an 
inquiry by a firm of electrical engineers. Meantime protests were 
made at the freedom with which the provincial government per- 
mitted valuable power concessions, not to speak of mineral rights 
and timber limits, to be handed out to concessionnaires who were 
placed in position to acquire huge profits at the public cost. The 
franchise holders were intensely unpopular, and the government 
which favored them shared this unpopularity to such an extent 
that it was defeated in the election of 1905. Yielding to pressure 
of public opinion, exerted through a large deputation from the 
municipalities, the government, before its fall, passed an act en- 
abling a group of municipalities, acting under a board of commis- 
sioners, to acquire works for generating and distributing electricity, 
the cost to be defrayed by the bonds of the co-operating bodies, 








: 











THE ONTARIO POWER COMMISSION 37 


after authorization by the electors of the municipalities con- 
cerned. 

The leader of the opposition party in the legislature, Sir James 
Whitney, had been an outspoken opponent of the private monopoly 
of hydro-electric power, and on the change of government he 
became premier. One of his first acts on coming into power was 
to cancel a provisional agreement, made by the late government, 
but not yet executed, making over another block of 125,000 horse- 
power to one of the Niagara development companies. Sir James 
abandoned the first power act and then passed in 1905 an act which 
became the charter of the Hydro-electric Power Commission of 
Ontario. A provincial commission of inquiry had been authorized 
in addition to the unofficial one referred to and the two reports 
were given to the public within a few days of each other in March, 
1906. There were no statistics available then as to the market 
for power, and calculation had to be made upon a personal canvass 
of the manufacturers and business men in the areas most interested. 
In the seven municipalities that had undertaken to become the 
pioneers of the co-operative movement for power—namely, Toronto, 
London, Brantford, Stratford, Woodstock, Ingersoll and Guelph— 
it was estimated by one of the commissions that about 55,000 
horse-power would be used by this group at the start, and this 
might be increased to nearly 90,000 horse-power in two years. 
The price was calculated at $7 or $8 per horse-power at the Falls 
or $14 to $15 per horse-power delivered to the various towns con- 
cerned, the most distant of which was about 125 miles from Niagara. 

These cities and towns having voted to enter the movement, 
the commission, not desiring to impose too great a burden on its 
constituent municipalities, decided not to construct its own power 
plant at Niagara, but made a contract with the Ontario Power 
Company, one of the three Canadian companies, by which the 
Commission might take its whole output at a price which would 
be definitely but not extravagantly profitable. By this agree- 
ment the price to the commission was to be $9.40 per year for 
amounts up to 25,000 horse-power and $9 when the total exceeded 
that amount of power. The agreement was to extend by ten-year 
periods to 1950, the commission having the right to expropriate 
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the plant, which was afterward done. This arrangement saved 
the commission the loss of four years’ time, which would have 
been required if it had built its own generating plant, and from 
the side of the Ontario Power Company it gave them a customer 
which was likely to use the company’s entire output, making it 
unnecessary to hunt for small power users. It may be here stated 
that during the first year of this new contract the commission 
reduced the costs of operation of the plant by over $40,000, and 
the revenues from a contract with local interests and with the 
Niagara-Lockport Company of New York, to which the Ontario 
Company was exporting 60,000 horse-power, will be sufficient to 
retire the whole of the debt involved in the purchase in 25 years, 
instead of 40 years, as provided in the bonds. Subsequent de- 
velopment disclosed another public advantage in this purchase. 
There is now under construction by the commission a new gener- 
ating station, known as the Queenston-Chippawa development, 
by which a head of 305 feet will be obtained, or about double the 
average head of the existing power houses on the Ontario side. 
As the power obtained is in proportion to the extent of the drop, 
it follows that if the whole of the 36,000 cubic feet per second 
permitted to Canada under the present international treaty were 
utilized at the new site, the result would be 30 horse-power per 
cubic foot per second or over 1,080,000 horse-power instead of 
about 400,000 horse-power now produced by all the private corpora- 
tions on the Canadian side. The new Queenston-Chippawa 
development will have an initial capacity of about 300,000 horse- 
power and the Ontario Power Company plant a capacity of 180,000 
horse-power. If there is to be no further diversion of the waters 
of Niagara it would therefore, ultimately, be profitable to scrap 
the Ontario plant and divert all the water to the Queenston site. 
While the private power kings were seeking to turn the Niagara 
River into a colossal generating station various societies and many 
influential individuals protested to both the Canadian and United 
States governments against the destruction of Niagara Falls as a 
natural wonder. These aligned themselves with the civic bodies 
and the industrial interests who wished to obtain power direct 
for their common needs without the oppressive surtaxes of private 
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profits then exacted. The question was referred to the Interna- 
tional Waterways Commission, appointed by Great Britain (acting 
for Canada) and the United States. At first this commission 
considered it chiefly as a problem of navigation, but when, in 1909, 
the treaty known as the International Boundary Waters Treaty 
was ratified, three considerations stood before all others, in the 
order of their statement as follows: (1) the uses of the water for 
domestic or sanitary purposes; (2) uses for navigation, including 
water service for navigable canals; (3) uses for power and irriga- 
tion purposes. 

These considerations are noteworthy in that they do not recog- 
nize the claims of those who would preserve the falls as a spectacle 
of nature. The International Joint Commission, to whom the 
further consideration of international waterways was committed, 
is now considering the navigation and power improvements of the 
St. Lawrence River and will naturally reconsider the Niagara 
River situation. Recognizing the growing public demands for 
cheaper hydro-electric power, it seems fairly certain that further 
diversions of water for power purposes, the public rights being 
safeguarded, will be permitted at an early date, as they may be 
without materially damaging the scenic grandeur of the falls. 
Indeed the day seems not far distant when the whole fall of the 
Niagara River, estimated at 6,000,000 or more horse-power accord- 
ing to the plan of developing, will be transformed into a vast 
gallery of hydro-electric generating stations, so pressing are the 
public needs for producing a cheaper power than that from coal. 

At present the diversion of water on the American side is 
approximately 20,000 cubic feet per second, the apparent difference 
in favor of Canada at Niagara arising from the fact of the diversions 
of water at Chicago for the drainage canal, which diversions, by 
the way, do not solve the problem of sanitation of that city, and 
are comparatively a waste of water if used for power purposes 
under the low heads obtainable. 

When the official provincial power commission was organized 
the new premier chose as its chairman Mr. Adam (now Sir Adam) 
Beck, who was invited to be a member of the cabinet for the purpose 
of working out a power policy for the whole province. Sir Adam 
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Beck had had municipal experience as mayor of London, and was 
himself a large manufacturer in that city. Sir James Whitney’s 
judgment in selecting him was amply justified in the results. For 
twelve years he gave his abounding energies and unconquerable 
courage to the work without salary. All his devotion, all his 
constancy of purpose were needed, for no man and no organization 
ever encountered a combination of financial and industrial interests 
more thoroughly intrenched in their hold on civic functions or 
more intimately dovetailed with local influences than did his 
commission in these early crucial years. The new commission 
appointed a staff of engineers to make a general survey of the 
water-power possibilities of the whole of the settled areas of the 
province, and within a few months reports were presented dealing 
with five main regions. The first dealt with the region from 
Niagara Falls west to the Detroit River and north to Toronto; the 
second report with the water sheds of the Trent and Moira rivers 
to the north of Lake Ontario; the third, with the counties whose 
rivers flowed into Lake Huron and Georgian Bay; the fourth 
covered the region lying between the St. Lawrence and lower 
Ottawa rivers; and the fifth considered in a general way the great 
water powers of the region, still scarcely colonized, to the north 
and east of Lake Superior. These reports revealed the fact, as yet 
not realized, that Ontario contained not one, but many potential 
Niagaras, and they appeared at a time when the exorbitant 
profits made by the private power and lighting companies 
enforced the conviction that these great water-power resources, 
capable of influencing living conditions at distances of over 200 
miles from the seat of generation, should be controlled in the 
public interest. 

The basic principle on which the operations of the commission 
began and to which it has consistently adhered all along has been 
the supply of power to its constituent municipalities at a price 
which would cover the cost of the transmission lines and the cost 
of operation and maintenance without taking to itself any direct 
profits out of operation, and consequently without attempting to 
capitalize such profits into a vested right or a form of good-will. 
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The act creating the Hydro-electric Power Commission of Ontario 
has been amended from year to year as circumstances required. 
Without tracing these amendments a general sketch of the plan of 
operation will be sufficient. The Commission is composed of three 
members, one of whom shall be, and two of whom may be, members 
of the provincial cabinet. Two members form a quorum; the 
commissioners hold office during the pleasure of the government, 
and vacancies are filled by the Lieutenant Governor-in-Council or, 
in other words, by the administration of the day. Power is conferred 
on the Commission to appoint its own engineers, executive officers 
and staff, and to fix their salaries, subject to ratification by the 
government. Happily the governments have not interfered in 
these appointments, and the Commission, in being at liberty to seek 
the best talent available, has avoided the weakness of national and 
state civil services which permit themselves to be too largely the 
dumping ground of the incapables of the country. 

The Commission may report on any lands, waters, or water 
powers, including any generating plant, which it is desirable to 
acquire, and upon authorization by the Lieutenant Governor-in- 
Council, may buy or lease such property; or may contract with 
any private person or company for the supply of electric energy; 
but in case of acquiring a railway any net profit under such contract 
shall be applied to the general work of the commission. The 
Lieutenant Governor-in-Council may raise by loan on the credit 
of the province any sums needed by the Commission, such sums 
to be accounted for by the Commission and audited the same as 
other public accounts, and the receipts by the Commission are to 
be paid over to the Provincial Treasurer in order to retire the se- 
curities issued. The Commission has its own financial officer, 
called the Comptroller, who supervises the financial transactions of 
the Commission and the municipalities and fulfils duties corre- 
sponding to those of the provincial treasurer; even to the prepara- 
tion of the “budget” or estimates for the ensuing year. The 
Commission’s lands are liable to school taxes and municipal taxes, 
but its buildings are exempt. No member or officer of the Com- 
mission may be financially interested in any way in any company 
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engaged in the electrical power or transmission business, or dealing 
in any electrical apparatus or process. 

The Commission has the right of “eminent domain,” that is of 
entering upon any private property in carrying on its work, and of 
expropriating property, including water powers;. but it may fairly 
be said that these powers are exercised with more than usual 
restraint, for though the commission has taken over 86 plants, up 
to the present no private water powers have been acquired except 
by negotiations. One case involved crown rights—that of a com- 
pany operating in the central Ontario district, chiefly along the 
Trent Canal, but this purchase was made by the Ontario govern- 
ment direct and the works handed over to the Commission for 
operation. It was through this circumstance that the Commission 
came into the management of twenty-two private corporations, 
including not only electric plants, but gas works, water works, 
street railways, and a pulp mill. When these works were taken over 
the Commission found a great variation in rates, many individuals 
being favored with special terms at the expense of their neighbors. 
These discriminations were ended, the systems made uniform, the 
rates reduced from time to time, the capacity of the plants nearly 
doubled, and yet there has usually been a surplus in the yearly 
operations. No new water power of more than 150 horse-power 
may be developed in Ontario until plants and details have been 
submitted to and approved by the Commission. 

At first the Commission bought all its supplies and had all 
repair work done outside, but as its operations grew it was found 
convenient to buy lamps and other equipment and supply the 
municipalities from this stock. For small repairs the Commission 
in 1912 equipped a small shop with a lathe and a drilling machine, 
and a testing bench was installed for testing lamps and meters. 
From this small beginning, a “Service Department” has developed, 
employing technical men and workmen to the number of 200. The 
service building contains laboratories for testing, inspection, and 
research. The testing equipment is probably the most complete 
in Canada, the lamp testing apparatus being capable of testing all 
voltages up to 220; and a new volt meter, using a principle not 
hitherto applied to such instruments, is able to measure voltages 
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up to 300,000. This service grew largely out of the circumstance 
that the voltage of 110,000 on the Niagara system was the highest 
in practice on the continent and many items there required were 
not then obtainable in Canada. 

The requirements of the Commission have been of incidental 
advantage to manufacturers of electrical appliances who may have 
their output standardized by the tests here made. The “‘approval” 
testing includes all kinds of household appliances, such as toasters, 
laundry irons, cable, switches, etc., in fact anything which may 
cause a fire or accident. This feature leads to another phase of 
the Commission’s work which has proved a public advantage. 
Before the Commission began, the inspection of electric wiring 
and equipment of buildings for insurance purposes was carried 
out only in Toronto and two or three other Ontario cities, and was 
a voluntary service undertaken by the insurance companies to lessen 
the fire risk. The only means of making it effective was by a rate 
which discriminated against uninspected premises. But this was 
not satisfactory, as companies who were not members of the 
insurance association or individuals who would not be insured at 
all could not be induced to live up to the standard of safe wiring. 
After a system of municipal inspection had been tried and had 
failed because of lack of uniformity in requirements, the Ontario 
government committed the whole business of inspecting buildings 
to the Commission, and then for the first time in the history of fire 
insurance inspection in Canada primary consideration was given 
to the saving of human life, the safety of property being of secondary 
importance. Uniform rules are carried out and the work formerly 
done by 200 inspectors is now more efficiently carried out by 54 
inspectors. 

In the early stages of the hydro-electric movement there were 
abundant indications that the private corporations which had 
dominated the public utilities of southwestern Ontario would use 
the courts and the legislature to obstruct and if possible defeat the 
movement for co-operative public ownership. The validity of the 
first agreements between the municipalities and the Commission 
was attacked, and acts had to be passed by the legislature specifi- 
cally to validate these agreements. As a protection against 
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injunctions and other legal annoyances the hydro-electric act con- 
tains a clause providing that “without the consent of the Attorney 
General no action shall be brought against the Commission or 
against any member thereof for anything done or omitted in the 
exercise of his office,’ and neither the Commission nor the Province 
is held liable for any error in estimates or specifications of work 
furnished by the Commission. The protection against actions at 
law is the same as that afforded to Canadian universities; and 
although private interests have sought to make it appear that the 
provision was an afterthought designed to aid the Commission in 
processes of confiscation, the proviso in question was a part of 
the original hydro-electric act. Moreover, the acts creating the 
power commissions since established in the provinces of New 
Brunswick, Nova Scotia, and Manitoba all contain provisions of 
precisely the same character. It may be interesting here to note 
an important difference between the laws of the United States and 
Canada where there is a conflict between public policy and private 
property rights. By the constitution of the United States no 
property may be taken without compensation. In Canada this 
subject is largely within the jurisdiction of the provinces, and in 
Ontario by a recent act the private owner is entirely at the mercy 
of the province when public policy requires the revindication of 
lands, water powers or the like. In Nova Scotia an act respecting 
water and water courses was passed in 1919, in connection with the 
new power commission, in which it is declared that, notwith- 
standing any previous law, grant or deed, all water and water 
courses are henceforth ‘vested in the crown in the right of the 
province.” Where any person, within two years of the passing of 
the act, establishes that he was lawfuily using a water course he 
may be entitled to continue the use on terms deemed just by the 
Lieutenant Governor-in-Council (the administration). These acts 
do not mean confiscation in the sense of depriving a man of the 
results of his labor and materials put into a water-power plant, for 
example, but they do mean that the resources of nature which the 
private owner did not create, which had cost him nothing and 
which were there before the first white settler invaded the land, 
shall not become the sole right and inheritance of the individual 
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owning the land on the immediate site of the water power. Before 
the days of electricity, when water power was useless except at the 
mill-dam, the theory of ownership of the water might pass un- 
challenged, but in these days of electricity the river which owes its 
powers to the rains upon thousands of square miles of land beyond 
the control of the owner of the land at the waterfall owes an equity 
in electric current to the dwellers on those lands which makes the 
powers possible. In other words the theory of converting the 
powers of heaven and earth into a private right that can be capi- 
talized as a perpetual franchise must be abandoned. 

The relations of the individual municipalities to the Commission 
may now be considered. A municipality may have a water power 
within its own boundaries, or it may have to depend for its power 
upon connections with lines already established. In the former 
case it applies to the Commission for an estimate of the cost of 
acquiring or developing the power. The Commission undertakes 
this investigation at its own expense, but when the municipality 
takes up the operation the costs are transferred to it as part of its 
capital outlay. Where connection is made with established lines 
the Commission in the same way furnishes estimates of the cost 
of the local distribution system, and cost of connection with the 
main lines. If the municipal council is of opinion that the electors 
would desire to own and conduct their power and lighting services 
under the Commission, the first step is to prepare a by-law setting 
forth the costs and conditions, and a special vote is taken thereon. 
If the by-law is carried the next step is to submit another by-law 
to provide the money. A contract for power may then be made 
with the Commission. The money is raised by the municipality’s 
bonds or debentures, maturing in 30 or 40 years; these debentures 
are deposited with the Commission, and are covered by the Com- 
mission’s bonds deposited with the provincial treasurer, the province 
becoming in effect the guarantor. The price per horse-power pay- 
able by any participating municipality is based first on the cost to 
the Commission, figured as at the point of development or at the 
point of delivery, and the municipality pays its proportion of the 
following charges, as annually adjusted by the Commission: (1) 
interest at the rate of 4 per cent on the money expended by the 
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Commission in the construction or purchase of the works; (2) an 
annual sum sufficient to form a sinking fund to extinguish the debt 
in 30 or 40 years; and (3) the line losses, proportion of cost of 
operation, repairs, renewals, and the insurance of the works. The 
Commission may charge interest on arrears of payment, and may 
cut off the power in case of default and the municipality must take 
power exclusively from the Commission. These conditions may, 
on the face of things, seem exacting, but the terms are perfectly 
well known and are in fact set forth in the published contract 
beforehand, and the steady growth of the Commission’s system 
shows that those who keep faith need not fear the outcome. Except 
where power is purchased from private companies for a limited 
term of years, there is generally no set term of the contract with 
the Commission, and the relation of the Commission and its con- 
stituents is that of a union from which no divorce is expected. The 
constituent municipalities may be those of a city, town, village, or 
rural municipality, known as a township. In cities of 100,000 or 
more the services under the Commission may be caried on by a 
local commission whose organization usually corresponds to the 
provincial Commission. Should there be a surplus on the opera- 
tions of any municipal system the Commission may direct that it 
be applied, either to reduce the debt incurred for construction, or 
in maintenance, repairs or renewals; or otherwise to form a fund 
for contingencies or the cancellation of debenture debt. 

The Commission has power to direct changes in the accounting 
systems of its constituents, and has proved of such help in the 
standardization of county and rural township accounts hitherto 
very irregularly conducted in many cases, that its forms are being 
applied to municipal accounts throughout the province. The Com- 
mission’s engineers have been of assistance to the municipalities in 
giving helpful suggestions on water works, gas works, and sewage 
disposal works as related to power supply. The local rates for 
light and power must have the approval of the Commission, before 
whom, also, any complaints of discrimination or unfairness to indi- 
viduals may come for adjudication. The penalty for non-compliance 
with the orders of the Commission is $100 per day. 

Where the assessed rate payers or freeholders of a section of a 
rural municipality desire the advantages of the Commission’s power 
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system, and the remainder of the municipality may not be inter- 
ested, the section so desiring the power may, upon the petition of 
a majority of the freeholders, apply for and receive power. Any 
petitioner has the right to withdraw his name within a month and 
if this withdrawal leaves the petition with a minority of the electors 
no further steps are taken; otherwise the action follows the usual 
course, except that the debentures are for 20 years and are covered 
by an annual rate on the property within the area described. 

At an early stage of the Commission’s progress the need was 
felt of an extension of the interurban systems of the electric rail- 
ways in association with the extension of main power lines, and in 
1913 an act called the Hydro-electric Railway Act was passed, 
authorizing the Commission to do in the electric railway field what 
it had done in electric power and lighting services. Owing to the 
amounts of money and power diverted by the war into the pro- 
duction of military equipment and munitions, construction of elec- 
tric railway lines has been halted until now, although, under the 
local Hydro-electric Commission in London, Ontario, a steam line 
from that city to Port Stanley was taken over from the Pere Mar- 
quette Railway and electrified, and from a state of disrepute and 
dilapidation has been transformed into the best equipped and most 
prosperous suburban line in Canada. The electric lines con- 
necting Walkerville, Windsor, Sandwich, and Amherstburg, along 
the Detroit River, have also, at the request of the towns concerned, 
been taken over by the Commission recently and have already been 
improved in efficiency. During the last three years the munici- 
palities concerned have applied to the Commission to construct 
missing links and acquire steam and electric lines which would give 
the nucleus of a system of interurban electric railways extending 
from the Niagara River to Hamilton, Toronto, and through south- 
central Ontario and on eastward from Toronto. These lines, some 
of which had already been authorized by the government, would 
cost in all over $50,000,000. During the last session of the pro- 
vincial Parliament, the opposition objected to the large outlay 
involved, especially since the new Queenston-Chippawa works were 
likely to cost about $40,000,000, or $10,000,000 more than originally 
estimated. A commission of inquiry into the radial railway policy 
at large was demanded and was granted. The new government, 
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which is a coalition of the Farmer and Labor parties, granted the 
inquiry with hardly a show of reluctance, as there was a demand 
for a liberal expenditure on new automobile highways and many 
of the farmer members do not yet realize the function of the electric 
railway as an essential link between a highway system and the 
trunk lines of railway. The investigating commission is now sit- 
ting, but its report, the recommendations of which cannot be antici- 
pated, will not be rendered for some months. 

When the federation of cities and towns committed themselves 
to the municipal power policy there were predictions of mismanage- 
ment, of inefficiency, and especially of the financial disaster which 
would be due to the fact that operating profits were discarded. 
Naturally the affiliated private companies whose monopoly of 
Niagara power was threatened ridiculed the idea of carrying on 
public utilities solely for public service. A book by an “expert” 
was published and much propaganda literature circulated to prove 
that power could not be furnished at the prices estimated by the 
Commission’s engineers, and that the financial calculations were 
so impractical as to be certain to involve the whole province and 
ruin its credit. The actual achievement of the municipalities will 
show whether or not these gloomy predictions have been justified. 

Although only seven municipalities had committed themselves 
to the expenditures necessary for their local distribution systems, 
by the time the transmission lines were built and ready for initial 
operation the participating civic corporations had increased to 
fourteen. Meantime current was turned on for the pioneer seven 
in 1910, but out of the 12,000 horse-power allotted to these only 
one was able to take its full allotment at the start. The total 
power provided for the fourteen participants was 60,000, of which 
Toronto became responsible for 10,000 horse-power and received its 
first current in 1911. At the end of a year and a half the total 
power used by the city was about 6,000 horse-power, but in 1919 
this had grown to 60,000 or an amount equal to the total allotment 
for the fourteen civic partners. 

The Toronto Street Railway Company and the private lighting 
and power company had begun to receive power from their affiliated 
generating company at Niagara in 1906. These interests had 
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boasted that they could reduce their rates 20 per cent and still make 
a profit, and when the commission had come into the field with a 
rate of $18.10 per horse-power delivered in Toronto the company 
authorized the statement that it was prepared to supply the city 
at $8.75 and only ask payment for the power actually used. The 
offer came too late. The city had, before embarking upon the 
business, offered to buy out the lighting company, and was willing 
to give $125 for its $100 shares. The company would accept no 
less than $160 per share and the city dropped negotiations. The 
company’s stock was then above par; now it has been quoted at 
about $44. In 1912 this company had 19,000 customers; in 1914 
it had 22,000, but since then has ceased to publish its figures. The 
municipal system in its first year had less than 4,000 customers, 
and these have grown to 63,750 in 1919. Although by 1913 the 
city’s investment in its distribution works totaled over $5,000,000 
there was a surplus of $226,199 over operating expenses at the end 
of its first year, and a net surplus of $13,555 after paying the sinking 
fund charges. In 1913 its surplus was equal to a dividend of 7%4 
per cent on the cash invested. 

When the Commission’s systems came into the field the rates 
charged by private companies to industrial power users in Canadian 
cities varied from $40 or $50 up to over $150 per year per horse- 
power, whereas the price charged to the Commission’s local systems 
throughout the province averaged about $22 per year. In case of 
Toronto the average rates to the citizens from the Commission’s 
lines were $20 per year. Before the era of “hydro” power the 
Toronto private lighting company charged 8 cents per kilowatt 
hour for residences; 8 cents, 10 cents, and 12 cents for commercial 
lighting and from 2% cents to 6 cents for power purposes. In 1914 
the hydro system’s average charges were 4 cents per kilowatt hour 
for residence uses, $2.85 for commercial lighting, and $1.31 for 
power purposes. The rates in Montreal in that same year under 
private company ownership ranged from $30 to $100 per year for 
power, and 6 cents to 7% cents per hour for residence uses. ‘The 
Toronto Commission’s rates were twice reduced, but in 1920 a 
slight increase (about 10 per cent) was made to cover the greatly 
increased cost of materials and labor. The private company at 





5° E. B. BIGGAR 


first reduced its rates to compete with the municipal system; but 
has just increased its rates for the fifth time in the past four years. 
These increases were apparently designed first to choke off the small 
city-residence customers, and latterly the smaller commercial users, 
on whose business its profits were least. This policy it has been 
able to carry out because the power famine has prevented the local 
Hydro-electric Commission from adding to its customers for the 
past year and a half. There may be no relief to this situation, so 
far as Toronto is concerned, till October, 1921, when the new 
power plants at Niagara and other places will be ready for opera- 
tion. The private company’s reductions of the past are credited 
to the existence of the “hydro” system. What these reductions 
are cannot be stated in the absence of published statistics, but 
the savings brought about by the municipal system in the last 
eight years in Toronto alone are estimated at $17,000,000; the 
saving in coal being calculated at 2,000,000 tons in the eight years. 

The general results of the Toronto system’s operation may be 
shown by the report, just issued, for the calendar year 1919. The 
total income was $2,504,758.31; the cost of operation, management 
repairs, and maintenance $1,577,122.50, leaving a surplus of $927,- 
635.81. . If the enterprise had been conducted as a commercial 
corporation the net earnings would have been $568,377, which 
would be equivalent to a dividend of 7 per cent on the capital 
actually invested. Out of these operations there is a total of 
reserves of $3,062,865; made up of funds set aside for replacements, 
funds held by the provincial Commission to the credit of the Toronto 
system, sinking funds held by the city treasurer to relieve the 
debentures when maturing, funds for contingencies (including 
among other items a loss of nearly $19,000 on American exchange). 
The rate charged to Toronto by the provincial Commission during 
the past year was $16.70 per horse-power per year. 

A proof of the successful challenge to comparison with private 
corporations, both on the point of efficiency and economy to the 
citizens, is afforded by the situation in Toronto as compared with 
Buffalo and Niagara Falls. Toronto pays the cost of transmission 
for a distance averaging 90 miles; Buffalo receives about one-third 
its power from Niagara Falls—a large part of it from the Canadian 
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plants—at a distance varying from 18 to 27 miles, while Niagara 
Falls has its power generated in part within its own city limits. 
For domestic use the rates in the latter city average about three 
times those of Toronto, and in Buffalo over twice. In the case of 
Buffalo the excess cost is not surprising, seeing that out of a total 
of 120,000 horse-power used in that city the private corporation, 
which controls the lighting and power business of both Niagara 
Falls and Buffalo, and the electric transportation systems, still 
generates 80,000 horse-power by steam. 

The savings in Ontario effected in some other centers were 
greater than in Toronto—especially where power was raised by 
steam at a cost of from $40 to $60 per year for generation alone— 
but the case of Toronto will be a fair illustration. 

That the Commission has gained the confidence of the munici- 
palities and their citizens, both as to its engineering and financial 
operations, is plain from its continuous expansion. There are now 
181 municipalities in actual operation under the Commission, while 
many others have applied for power which the Commission cannot 
supply until the new power plants now under construction are 
finished. If it were not for the present power famine the total 
number of the municipalities in the Commission’s systems would be 
over 250; a development not to be wondered at, considering there 
has been no instance where a civic corporation has entered the circle 
of the Hydro Union and has not had the reward of lower rates 
than it paid before, whether the previous service was carried on by 
the municipality or by a private company. 

The financial success of the Union may be illustrated by the 
record of twelve of the pioneer municipalities whose operations 
date back to 1912. In that year the combined power load of these 
was 16,615 horse-power, while in 1919 the maximum load was 
90,799 horse-power. The total debt incurred by the twelve was 
$13,360,822, but these obligations have been reduced to $11,432,267, 
apart from surpluses and reserves of $5,550,769 which have been set 
aside to retire the debentures. Eight of these twelve munici- 
palities now have enough reserves to their credit to extinguish all 
their outstanding debts; and yet in the face of the increased costs 
of labor and supplies, affecting all classes of industries, reductions 
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of rates ranging from $4 to $9 a year have been made in this 
group. 

Taking the whole operations into account the plant and fixed 
assets of the Commission and the united municipalities now amount 
to $106,600,000. While making allowance for all liabilities, includ- 
ing advances from the provincial treasurer, there was already an 
unincumbered surplus of $2,900,000 at the end of 1919. 

Sir Adam Beck, having investigated electric power operations 
on farms in Europe, made a start as early as 1910 in equipping 
demonstration outfits to educate the farmers of Ontario. Electric 
power is now used on farms in many districts for all sorts of house- 
hold work, and in out-of-house work for filling silos, threshing 
grain, grinding and chopping, milking cows, pumping water, sawing 
wood, loading and unloading wagons, etc. The progress in this 
field is noteworthy but sporadic, according to density of farm popu- 
lation and the co-operative spirit of the farmers. For example, 
while there are whole townships where no progress has been made, 
electric power from the hamlet of Brownsville extends to 58 farms, 
and from the village of Norwich there are 30 miles of hydro lines, 
serving over 130 farms. To obtain a more equitable distribution 
rural service has now been rearranged into eight classes, according 
to the purposes and amount of power used, and according to the 
extent of co-operation among groups of farmers. This branch of 
our subject is of interest to the student of economics. We can 
compare the results, where such utilities are carried on with the 
object of operating profits to the holders of the franchise, and where 
they are administered with the definite purpose of the utmost 
service without aiming at profits. In 1897, which was 13 years 
before the lines of the Commission were in actual working, the 
company referred to as transmitting power to the Hamilton dis- 
trict, carried its main lines through a region of the Niagara penin- 
sula, which has long been known as “the garden of Canada.” 
It is the most densely settled, the wealthiest and probably the most 
intelligent community of farmers in all Canada. How is it that a 
company so situated and boasting truthfully that it produces 
power more cheaply than any power company in the Dominion has 
done nothing to encourage, but has distinctly discouraged the use 
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of electricity on the farms? The reason is quite simple and is 
frankly admitted by the company—it prefers to sell power in large 
blocks for street railways, large factories and corporations, rather 
than to educate a multitude of individual farmers on the advantages 
of the new power. There is less trouble and more immediate profit 
in selling in large blocks. This is perfectly natural where dividends 
are the first and main purpose of the power business. But where 
social progress and the problem of the depopulation of rural 
Ontario are urgent questions, which is the better aim, the accumula- 
tion of dividends taken from the people in the form of indirect 
taxation, or the widest distribution of this beneficent resource for 
the advantage of the whole community? The problem was stated 
in a practical form by Sir Adam Beck in one of his addresses: 
‘“‘Farm labor is expensive and scarce and this makes farm life more 
burdensome. When labor is scarce and expensive anything that 
takes its place is a help to the farmers, and we must encourage the 
farmer, because agriculture takes the first place in Ontario.” 

The power production is carried on in nine systems, all except 
the Niagara system being designed for areas north of Lake 
Ontario and Lake Superior. These will be rearranged into about 
twelve systems having connections which will enable one system to 
help out another in case of accident. Speaking of geographical 
area it is confidently held that the Hydro-electric Power Commis- 
sion is still at the beginning, and not at the climax, of its public 
service in Ontario. The water powers of the whole Dominion, as 
roughly measured, are estimated at 18,000,000 to 20,000,000 horse- 
power, but as scores of rivers in the north are still unexplored and 
their water powers consequently unmeasured, large additions must 
be made to this total. Of the total measured powers about 6,000,000 
horse-power are in Ontario and about the same total in Quebec, 
in which province all the development is now, and likely to remain, 
under private company ownership. 

Neither Ontario nor Quebec has any coal mines, and their 
known sources of oil fuel are very limited. Consequently the de- 
velopment of water power is a more urgent public problem than in 
any part of America. If the hydraulic powers of these provinces 
were fully developed they would be equal to a dozen of the richest 
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coal mines of the continent, for, unlike coal, water power is per- 
petual. The rapidity of the advance in this direction is indicated 
by a special report of the Department of the Interior showing that 
in 1918 out of a total primary power of 2,107,743 horse-power in all 
Canada 1,806,618 horse-power, or nearly 86 per cent, was being . 
generated by water, and Ontario by itself generates 95.7 per cent 
of its power from water. Of the 752 distribution systems in Canada 
389 are municipally or publicly controlled and 363 under private 
ownership, the situation in this respect being the reverse of that 
in the United States. The Dominion at large already has 226 de- 
veloped horse-power per 1,000 inhabitants, a ratio exceeding that 
of any country excepting Norway. A favoring providence has 
opened wide a door for vast future development in Ontario. From 
the termination of the prairie land of Manitoba eastward through 
Ontario and Quebec for a distance of 1,200 miles the Laurentian 
Mountains run, generally speaking, parallel to and half way be- 
tween the Great Lakes and the St. Lawrence on the south, and the 
Hudson Bay basin on the north. This backbone of mountains is 
the father of a system of water-power streams unique in the hydrog- 
raphy of the world, and will of itself have a profound influence on 
a comparatively unknown region which comprises the “Great Clay 
Belt” of 20,000,000 acres, whose resources await development and 
whose raw materials can best be turned to account by electro- 
chemistry and electro-metallurgy attainable in practice only by 
hydro-electric power. There can be no reasonable doubt that the 
great advance already made in the province of Ontario has been 
the direct result of the educational work of the Hydro-electric 
Power Commission, which has been more or less the model for the 
power commissions created within the last three years in Manitoba, 
New Brunswick, and Nova Scotia. The Commission has in the last 
ten years sufficiently proved its statesmanship to be trusted with 
the wisest utilization of the great natural resources to be brought 
into public service by the water powers remaining to be harnessed 


in Ontario. 
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ADDENDUM 


Since this paper was written the provincial power commission has passed 
the crisis of its conflict with the private power companies. After informal 
conferences, renewed from time to time during several years, but always appar- 
ently futile, the controlling minds of the affiliated companies referred to, at 
last became convinced that, when the day of purchase or expropriation arrived, 
whatever value might be placed on the plant and equipment of the generating 
stations, transmission lines, and equipment of the city and suburban railway 
systems of Toronto, no private right to own the water itself would be recog- 
nized by public opinion. This became evident from the exigencies of the 
power famine of the latter half of 1920, when power and lighting services had 
to be curtailed and factories deprived of power, in turn, over nearly the whole 
area served by the Commission. While all of southwestern Ontario was 
thus in distress for power, the company had a surplus of 5,000 horse-power 
which it could devote to the public relief, but, though payment was offered on 
terms to be left to arbitration, the company would not respond to the cry for 
relief. 

It was known that the company was diverting more water at Niagara 
than its agreement called for, and to establish the public right to the surplus, 
an act had been passed at the last session of the legislature declaring any 
company’s franchise forfeitable if it diverted more water or generated more 
power than was called for under its agreement. The power company pleaded 
that if it yielded to this demand it would commit hara-kiri with its own fran- 
chise. The premier, speaking for the government, promised full protection 
to the company in this matter, but still the company declined. Upon this 
the government announced that, whatever might be done by expropriation, 
public opinion would regard the water power itself as the right and property 
of the province, and that the public interest now required the use of all the 
power available. 

Accepting public ownership of the water powers as the settled policy of 
the province, the group decided to yield the right of way to the Commission. 
The Commission in turn offered a lump sum of $32,734,000, which, while 
more than the physical value of the plants, was deemed in the interests of the 
province, as it extinguished private ownership not only from the power- 
generating system at the Falls but from the transportation systems in and 
around Toronto, and it gave extra power enough to relieve the famine at 
once. By one stroke this “clean-up” deal puts an end to the long series of 
maneuvers by which private corporations sought to maintain their control of 
public services for private profit. For good or ill, it leaves the people free to 
give a fair test of the opposite policy of operating public utilities with the sole 
aim of giving service at cost. Moreover, a vote was taken in Toronto in 
January of this year on the question of acquiring the street railway and subur- 
ban lines now under the control of this group, and the “clean-up” was indorsed 
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by a majority of 25 to 1 of the qualified taxpayers. This verdict anticipates 
the findings of the investigating commission now sitting on the Commission’s 
electric railway plans. The granting of this investigation was largely inspired 
by the desire to advance with caution, but the achieved results of the Hydro 
Commission are reassuring. In the face of the advancing costs of materials, 
supplies, and labor through 1918 and 1919, about 40 municipalities were able 
to reduce their rates of service in 1919 and 1920, and many of them have 
their plants free of debt. The consumers in the Commission’s systems now 
number 216,000, the population served being 1,750,000, or about half the 
population of the province. While not a dollar of direct taxation has been 
imposed on the municipalities by reason of the Commission’s enterprises, the 
municipalities have together saved an aggregate of $50,000,000 in the cost of 
their power and lighting, the reduction in the coal bill now amounting to 
2,000,000 tons a year. Put in another light, the average rates paid by the 
Commission’s constitutents are stated to be less than half the average rates 
paid by consumers under private companies. Viewed from either the point 
of economy of cost or that of efficiency of operation, the people most concerned 
are now convinced that the Commission has not failed in comparison with 
private utility corporations. 

Two deductions may be drawn from the evolution of this Commission. 
One is that, in the new school of thought which has grown up, the natural 
resources of the earth, such as the water powers, are not to be reckoned as 
an element of good-will in the valuation of a company’s property. The other 
is that, since one generation should not be permitted to legislate away the 
liberties and rights of another generation, the theory and practice of the 
‘perpetual franchise” should be abandoned. 


E. B. B. 
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THE WORK OF THE FEDERAL RESERVE BOARD 


It is quite generally agreed at the present time that the Federal 
Reserve Board is striving earnestly to bring to a close the era of 
currency and credit expansion. In the opinion of some it is 
endeavoring to secure some small measure of deflation. But 
whatever measures have been adopted to realize these ends have 
called forth the utmost of protest on the part of many powerful 
agricultural and business organizations. The last month" has 
witnessed many a conference between the members of the Board 
and representatives of certain business interests in the endeavor 
of the latter to secure concessions in the way of easier and more 
abundant bank credit. Will the pressure of these groups become 
too strong to be resisted? It is obvious that a sufficient answer 
to this query will involve two lines of investigation. In the first 
place, as a proper background for an understanding of its present 
credit attitude, there must be a study of the Board’s past deeds 
and expressions of opinion and the industrial circumstances under 
which these were formulated. In the second place, there must 
be a consideration of future difficulties in the endeavor to learn 
whether a fitting solution is possible to its most urgent problems 
of credit and banking. It is the endeavor of the writer to furnish 
a mite of aid in the making of such an investigation. 

In many circles it has been felt that in the past the Board has 
been much more influenced by the requirements of the entrepreneur 
than by the interests of the general body of consumers. But so 
far as the opinions of the Board have been expressed in the Federal 
Reserve Bulletin there seems no doubt that in the months following 
the signing of the armistice a considerable drop in the price level 
was sincerely desired. The lot of the recipient of a fixed income 
seems to have been fully recognized. As typical of many pro- 
nouncements on this matter we read the following in the Bulletin 
of March, 1919: 

The era of inflated prices maintained by aid of legislation or by govern- 
ment administrative action thus draws to a close, and the aim to be sought is 

* This article was prepared in October, 1920. 
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not that of perpetuating war conditions but that of returning to a stable 
footing upon terms and conditions that would be just and fair to all concerned. 
There is much agreement with the Secretary of the Treasury in his statement 
that the readjustment must begin with a reduction in the cost of living to the 
consumer, sorely tried as the latter has been by the great inflation of prices and 
the additions made to his living costs in many directions. ! 


Largely as a result, however, of an observation of price move- 
ments in past periods of post-war finance it was felt generally 
that such a reduction in prices was inevitable. It seems at least 
to have been believed by the Board that no definite policy of credit 
control was required in order to effect such a change. If, then, 
such a decline was bound to occur the credit problem became one 
of lessening, so far as possible, the duration of the period in which 
industry must be disturbed by the fall in prices. A shortening of 
this period would minimize the difficulties of reconstruction, 
while at the same time good results would be accomplished for the 
general consumer. Accordingly, in the early months of 1919 
account was frequently taken of the efforts initiated by certain 
governmental agencies to effect as speedily as possible the transi- 
tion to the ‘‘rock-bottom”’ level of prices. 

In the first few months of 1919 pronounced price breaks were 
experienced in various lines of industry and some justification was 
afforded the belief that the familiar cycle was being repeated. 
There seems no doubt, however, that these price drops were much 
fewer and of lesser extent than generally anticipated. Undoubtedly 
a very large majority of observers were amazed at the rapidity 
with which industry absorbed the labor returning from the field 
and camp and war industry factory. In the writer’s opinion there 
has not been one-tenth as much discussion over the reconstruc- 
tion problem as most economists expected. In the May, 19109, 
Bulletin attention was called to the fact that the recessions were 
not proceeding with the anticipated rapidity. Prices of certain 
commodities previously held down by price-fixing activities of 
governmental agencies began to move upward; others main- 
tained themselves because of the influence of world conditions. 
Accordingly the Board seemed to assume a more resigned and 


* Federal Reserve Bulletin, March, 1919, p. 191. 
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passive attitude. Thus in the Bulletin of the same issue we find 
the following: 


What is now happening seems to indicate that business will, after a period 
of initial readjustment in prices, proceed upon a level not far removed from 
that established during the war, leaving the question as to the ultimate level 
of prices to the future and to more slowly acting forces. 


Following this statement there occurs an account of the diffi- 
culties any considerable reduction in prices might create in inter- 
national trade. Foreign countries with rising money prices could 
not hope to find extensive markets in the land of lower production 
costs. And the ability of foreign countries to buy from us must 
depend finally upon their ability to sell to us. 

As thus interpreted, the events of the early part of 1919 seemed 
to bring to a close that part of the reconstruction period in which 
industry was compelled to adjust itself to a lower level of prices. 
By the month of May industrial activity burst forth in renewed 
volume and a firm trend toward higher prices was noted. There- 
after the Board’s policy must be directed toward the problems 
resulting from a rise rather than from a decline in prices. 

In anticipation of such difficulties the Board early called 
attention to what it deemed an abuse of the rediscounting privileges. 
The occasion was the inclusion in the New York clearing-house’s 
weekly statement, in the account bills payable, acceptances and 
other liabilities, of an item which covered rediscounts at Federal 
Reserve banks. In the opinion of the Board this seemed to point 
toward member banks’ regarding the rediscount privilege as a 
normal and customary operation. The Board was quick to point 
out that this was not its conception. Thus: 

Already some well-managed member banks are showing in their statements 
the extent to which they are in debt to Federal Reserve banks. It has been 
the opinion of the Board that the borrowing of member banks at Federal 
Reserve banks might very easily be carried to excess, the loans being placed 
there primarily for the purpose of profit and not for any more general public or 
fundamental object. In a general letter to banks issued on November (1918) 


and referred to in the Federal Reserve Bulletin for December the Board took 
occasion to caution member banks which it was thought were in some danger 


* Ibid., May, 1919, p. 411. 
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of overdoing their rediscounting, that the purpose of such rediscount opera- 
tions was not primarily that of assisting the member institutions which placed 
the rediscount to obtain the funds for further profitable operations but was 
rather to be determined upon the basis of general banking advantage or upon 
that of relief for banks which found themselves hard pressed or were suffering 
from reductions in reserve account. ? 


If, then, the Board saw clearly by the spring of 1919 that 
future difficulties were to be those occasioned by an increase 
rather than by a decline in commodity prices, why did it not move 
at once to place a check upon further credit expansion? It is now 
common knowledge that far from limiting the volume of redis- 
counts it permitted advances to member banks to proceed to 
dizzy heights. Not until November, 1919, was there any con- 
siderable incrgase in rediscount rates: the average monthly reserve 
ratio fell in this period from 50.4 per cent in July, 1919 to 46.6 
per cent in November;? total gross deposits increased from 
$2,436,757,000, on June 27, to $2,807,688,000, on November 7;3 
Federal Reserve notes rose in the same period from $2,499,180,000 
to $2,806,759,000;4 and in the pages of the Bulletin we read the 
following regarding the growth of earning assets: 


The advance in the total of earning assets from about the beginning of 
March, a date roughly corresponding to the opening of the great growth in 
industrial speculative operations throughout the country, to the beginning of 
November, at the time of the first application of the higher rate policy, amount- 
ed to the difference between $2,348,000,000 on March 7, and $2,923,000,000 
on November 7, or about $575,000,000 in round numbers.s 


This was fabulously rapid expansion; why was it permitted ? 
On the basis of present knowledge the following may be offered by 
way of explanation: first, the Board felt constrained to modify 
its rediscount operations in the interests of the requirements of 
the federal treasury and of the holders of war bonds; second, it 
adopted no consistent price theory which compelled it to place the 
responsibility for rising prices on its own liberal rediscount policy; 
third, it was somewhat doubtful as to what would be the effects of 


* Federal Reserve Bulletin, April, 1919, p. 311. 


? Ibid., July, 1920, p. 663. 
3 Ibid., p. 664. 4 Ibid., p. 665. 5 Ibid. 
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higher rediscount rates upon the loaning power of member banks. 
Let us first of all turn our attention to the matter of governmental 
finance. 

Difficulties in regard to war paper may be classified under two 
heads: first, those which had to do with the long-time or funded 
debt; second, those which had to do with the current operations of 
the Treasury. It will be recalled that the Victory Loan was 
floated in the spring of 1919, and at that time the portfolios of 
banks were overflowing with the notes of the buyers of these bonds. 
The war bond issues were made successful only by means of the 
“buy and borrow” plea. If member banks could not rediscount 
paper collateraled by war bonds the banks could not carry the 
buyers of these bonds. In order that the bond buyers might be 
carried on a low interest charge it was necessary that rediscount 
rates be made low also. Having ignored the market in the period 
of bond issues the money market must be made to conform to the 
rates borne by the bonds. This necessitated continued inflation. 

Higher rates of rediscount might have been, and as a matter of 
fact were, exacted on non-war-paper security. But this only 
meant that in the great bulk of their applications member banks 
picked out the war paper for their collateral. In June, 1919, 
discounts secured by government war obligations totaled 
$6,036,000,000. Otherwise secured rediscounts totaled only 
$292,000,000.' The portfolios of member banks were full of war 
paper. The rates borne by the war bonds controlled the situation 
unless it should be decided to ignore the rights of those who had 
subscribed largely through motives of patriotism. 

It may be remarked here that further analysis would have 
demonstrated that in no possible manner could the interests of 
the bond holder have been fully protected. Only on terms of 
inflation could the money value of the bonds be upheld. But . 
inflation meant the decline in the purchasing power of the dollars 
yielded as interest or as the proceeds of the sale of the principal. 
Undoubtedly, however, the wisest policy from the standpoint of 
avoiding popular discontent was to think first of the money prices 
of these securities. Accordingly the Board felt itself obliged for the 


* lbid., August, 1920, p. 867. 
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time being to confine its efforts to imploring the public to do its 
part in eliminating war-loan paper from the portfolios of the banks.* 

Although the difficulties experienced in accommodating the 
Treasury in its current borrowing operations were much the same, 
it seems to the writer undeniable that a mistake was made in con- 
tinuing to ignore the market. Undoubtedly continued inflation 
created evils which far offset any advantage to the public in the 
reduction of interest charges on the short-time debt. But this 
opinion did not prevail in the minds of the members of the Board. 
Thus in the Federal Reserve Bulletin for March, 1920: 


In such circumstances it was of course unavoidable that discount rates 
should be largely controlled by rates established primarily with a view to 
public borrowing? 


And in the words of Secretary Houston: “it was consequently 
impossible for the Federal Reserve Board to exert any effective 
control over rates. ’’3 

It was thus assumed, so far as the public was aware, virtually 
without debate, that federal reserve policy must be subordinated to 
the needs of the Treasury. The writer is not at all certain that 
this is the proper conception of the function of the reserve system. 
But space is lacking for an adequate discussion of this matter. 

The peak of the war debt was not reached until August 31, 1919; 
nevertheless much progress had been made in the elimination of 
war paper from the banks. Accordingly in November the first of 
a series of rate increases was established by the Board. At the 
present time these difficulties have been so greatly reduced that 
the hands of the Board are no longer so firmly tied because of the 
Treasury’s requirements. On July 25, 1920, the following figures 
were presented by the Secretary of the Treasury: between June 30, 
1919, and June 30, 1920, the floating debt was reduced from 
$3,267,875,500 to $2,485,552,500 and the total gross debt from 
$25,484,506,160 to $24,299,321,467. And the absorption by the 
public of the war paper proceeded much faster than the reduction 
in the total of the debt. 


* Federal Reserve Bulletin, April, 1919, p. 310. 


? Ibid., March, 1920, p. 213. 3 Ibid. 

















ai 





THE WORK OF THE FEDERAL RESERVE BOARD 63 


In an address before the Maine Bankers’ Association in June 
the Comptroller of the Currency presented some interesting 
figures regarding the extent to which the war securities have become 
lodged in the hands of permanent holders.’ 

According to his estimates about sixteen billions of these 
securities are out of the banks and only about $2,000,000,000 
remain in the hands of the national banks. A similar amount was 
estimated to be in the vaults of state banks and trust companies. 

Record of bills discounted by reserve banks tell much the same 
story. In June, 1919, discounts secured by government war 
obligations totaled $6,036,000,000.2 By June, 1920, this had 
shrunk to $4,545,000,000. Otherwise secured rediscounts increased 
in this period from $292,000,000 to $1,791,000,000. This represents 
an enormous shifting in the quality of collateral from the war 
paper to the classes comprising commercial paper. As regards 
member banks the high record of bills discounted during the 
current year to individuals on the security of government war 
obligations for 800 reporting member banks was reached on Janu- 
ary 2 with a figure of $1,289,000,000. On August 2 this had 
shrunk to $959,000,000. 

‘These figures indicate that the reserve banks are rapidly getting 
into shape to adopt a rediscount policy independent of considera- 
tions pertaining to public finance. 

But was this all? Can we find any other explanation of the 
Board’s liberal rediscount policy ? All who have read the pages of 
the Federal Reserve Bulletin may well be in doubt as to whether 
credit and note issue expansion would not have proceeded to dizzy 
heights even had there been no difficulty connected with the public 
debt. For, not consistently to be true, but frequently nevertheless, 
a price theory has been enunciated which would seem to support 
the position that liberal credit could not be held responsible for any 
subsequent rise in prices. It will be well to learn the statement of 
this theory and the circumstances under which it was formulated 
for only in this way can we gain a clue as to the Board’s future 


« Cf. Hon. Edmund Platt, “‘The Policies and the Administration of the Federal 
Reserve Board,” Economic World, September 25, 1920, pp. 437 ff. 
2 Federal Reserve Bulletin, August, 1920, p. 867. 
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attitude in the matter of the relation of the volume of currency and 
credit to the level of prices. 

It will be recalled that by the end of July, 1919, and largely 
as a result of the demands of the Railway Brotherhood leaders, 
the cost of living discussion aroused the full attention of certain of 
our governmental departments. On August 8 the President 
delivered an address to Congress in which he declared that “the 
prices the people of this country are paying for everything that it is 
necessary for them to use in order to live are not justified by a 
shortage in supply in the present or prospective.” In the subse- 
quent discussion it was inevitable that a prominent place should 
be given to the operations of the banks and particularly those of 
the federal reserve banks. 

On August 8, 1919, in a letter replying to certain queries pro- 
pounded by the chairman of the Committee of Banking and 
Currency of the United States Senate, Governor Harding expressed 
his views regarding the relation of the increasing note issues to the 
level of prices. Thus: 

The difficulty, indeed the impossibility of keeping in circulation an excessive 
volume of Federal Reserve notes should be understood. They are issued 
only as need for them develops and as they become redundant in any locality 
they are returned to the Treasury at Washington or to a Federal Reserve 
bank for redemption. Thus there cannot be at any time more Federal Reserve 
notes in circulation than the needs of the country at the present level of prices 
require." 

This was in line with a previous statement of the Board: 


The increase in the circulation of the Federal Reserve notes has been in 
the main in response to actual needs, and that whatever inflation of prices 
may be said to exist cannot properly be said to have been induced by over- 
issue of Federal Reserve notes. 


In the September number of the 1919 Bulletin appears the 
following: 

While it is technically a true statement to say that the Federal Reserve 
note when issued is issued by the Federal Reserve bank, the greater truth in 
understanding our present monetary machinery is missed unless it is per- 
ceived that the occasion of the issue of a Federal Reserve note is determined 
not by the bank for itself but for the bank by the community. The question 


* Federal Reserve Bulletin, August, 1919, p. 699 ff. 
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whether or not a Federal Reserve note shall be issued is decided by the business 
and general community in accordance with its circulation needs. It is its 
needs rather than the bank’s desire which determines the question of issue.? 

It would seem to the writer that if this position is taken as 
regards note issues it must be also made to apply to the deposit 
credits granted by member banks. For the underlying theory of 
Federal Reserve note issues was that notes should be issued and 
regulated in a manner more similar to that of deposits. Notes 
are payable to bearer, book credits to the depositor. The note 
issue has a greater circulation power and is needed by banks for 
counter money to protect their reserve money, but so far as their 
effect on prices is concerned both must be regarded as a part of the 
general circulating medium. 

This position of the Board is in the main the Laughlin theory 
that prices are fixed before credit or currency is called into being; 
that accordingly the volume of credit and bank note issues is 
determined by the level of prices instead of in reverse manner. 
Such a doctrine leaves the Board in a most comfortable position so 
far as its responsibility for the cost of living is concerned. For, 
according to the terms of this theory all the banks do is to meet 
the demands for whatever volume of the circulating media the 
existing height of prices renders necessary. 

It is no doubt true that such a doctrine runs counter to the 
thought of most price theorists. Under certain circumstances, 
however, the writer would not deny its applicability. In a period 
when orders are behind supplies, when much labor is unemployed, 
when the farther back one goes toward the ultimate producers 
the more difficulty one finds in sellers’ disposing of their stocks, 
liberal bank loans need not create rising prices. Rather easy 
credit may facilitate production, the full employment of labor, 
the more complete use of existing stocks, in short the bringing on 
to the market of goods which otherwise would not be created. To 
lock up credit or curtail note issues at such a period would mean 
the locking up with it of the country’s productive resources. 

But such was not the situation at the time this doctrine was 
enunciated in Harding’s letter. The transition from war con- 
ditions seemed in the main to have been completed and everywhere 

*Ibid., September, 1919, p. 814. 
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entrepreneurial activity was at its height. Business failures were 
remarkably few; comparatively little labor was unemployed; 
stocks of wholesalers and retailers were, in general, low. Under 
these conditions easy credit meant higher money terms on which 
business men were to bid for the scanty supply of goods, materials, 
and labor. Expansion then must mean price inflation. 

Under these circumstances would the Reserve Board continue to 
hold its old position? Or would it revert to a position established 
by itself before the cost of living discussion became so acute; a 
position which the writer believes to be substantially true: 

The attempt of our financial system to advance credit at a rate more 
rapid than justified by the rate of saving would, therefore, simply mean advance 
in the “cost of living” to the average consumer through a further aggravation 
of existing conditions of inflation in banking and credit, with harm not only to 
ourselves but also to those who receive advances on an unreasonably high 
basis of valuation. The natural tendency of the present time is to attempt to 
accomplish too much in a short time and to go beyond the natural limits set 
by available resources, thus overstraining and crippling the investment mecha- 
nism of the country and opening it to the possibility of serious danger as the 
result. 


Some evidence of a leaning toward the position just stated 
appeared in the October, 1919, Bulletin as follows: 


Credit affects prices only as it is used in the purchase and payment of 
things. It can affect prices, therefore, only when acting in conjunction with 
other favoring circumstances.? 


May not “the other favoring circumstances’’ have had reference 
to the full employment of labor and the scanty supply of available 
materials ? 

And possibly by way of further concession: 


While credit, therefore, cannot create a situation which results in high 
prices, it is equally true that a situation cannot eventuate without the assist- 
ance and mediation of credit. 


And further: 


While it may be true as a theoretical proposition that prices at retail 
could not rise without an increase in the volume of currency and that refusal 


t Federal Reserve Bulletin, January, 1919, pp. 524 ff. 
2 Ibid., October, 1919, pp. 911-12. 3 Ibid. 
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to supply currency might impede an upward movement of retail prices, it is 
also true that such a method of controlling prices would be at the cost of 
business disaster." 

In the writer’s mind it seems as if in these latter statements 
the Board is veering toward the position that an answer to the 
question as to whether liberal and easy credit would be followed in 
the main by increased production or by higher prices must be 
decided only on the basis of the existing situation in trade and 
industry. But nowhere is this clearly formulated. It seems 
probable, therefore, that, despite these later modifications of the 
position as expressed in Harding’s letter, the Board cannot be 
expected soon to adjust its credit policy in the interests of price 
stability as the vigorous application of any clearly understood 
price theory. If there is to be such a control we must look elsewhere 
to find the motive. Would either of the following afford a clue 
regarding the Board’s probable future policy ? 

1. Firm insistence on the preservation of the legal reserves of 
the reserve banks according to the terms of the Federal Reserve Act. 

2. Desire to prevent the bank credit based on advances by 
reserve banks from being absorbed by the speculative interests 
and thus defeating one of the dominant purposes of the Act. 

In regard to the reserves it will be recalled that the Act stipu- 
lates a minimum gold reserve of 40 per cent for Federal Reserve 
notes and 35 per cent for deposit advances to member banks. 
Provision is made, however, whereby these minima may be lowered 
upon the consent of the Board. The question which here arises is 
whether the provisions for waiving these minima will be regarded 
vy the Board as having been established for the purpose of taking 
care of difficulties human judgment cannot foresee, or whether 
they will be regarded merely as provision for the worst of the 
contingencies which may be foreseen. If the latter should prove 
correct we may find the Board petitioning Congress in the period 
of emergency for an amendment lowering reserves. One amend- 
ment lessening reserve requirements for member banks was passed 
on June 21, 1917, and it is not impossible that another such modifi- 
cation applying to reserve banks might be requested. The attitude 


t Ibid., p. 913. 
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of the Board regarding the finality and definiteness of the reserve 
minima is more than a mere academic question. 

The official pronouncements of the Board will not aid us much 
in finding an answer to this query. After diligent search through 
the recent pages of the Bulletin the writer has been unable to find 
any definite statement of the Board’s opinion. Such a statement, 
moreover, would scarcely be expected. It might be regarded as 
tying the hands of the Board in a future emergency. We are, 
therefore, obliged to rely solely on inference. 

In the early months of 1919 the Bulletin contained few refer- 
ence to the reserve ratio. In these months the ratio of reserve 
moneys to net deposits and note issues combined remained above 
50 per cent. But once the ratio had fallen as low as 47.9 per 
cent, as on October 31, 1919, the Board appeared to become 
somewhat nervous." 

Thereafter in its official announcements the Bulletin contains 
regular mention of the ups and downs in the reserve ratio. And 
conclusions in many matters of controversy are predicated upon 
the assumption that the ability of the banks to manufacture credit 
is strictly limited. It is therefore probably correct to infer that the 
Board has interpreted somewhat closely its responsibilities in 
the matter of preserving the legal reserve ratio. 

But after all, dependence upon the maintenance of reserve ratios 
offers extremely unsatisfactory assurance to the public. If reserves 
become larger in the aggregate as by importations of specie from 
abroad or by increased production of gold at home some other 
protection is required to avoid the evils of excessive credit grants. 
The quantity of gold in the reserves is a more or less accidental 
thing. The Board should not permit credit expansion to get to 
the point where in insisting upon the rejection of any large volume 
of rediscount applications its only defence is to say we have already 
gone as far as the law permits. 

Of course the writer is not asserting that the state of the reserves 
should receive no consideration. Neither is he arguing that the 
level of commodity prices shouid be the sole criterion in determining 
the permitted volume of bank deposits. Indeed he feels that a 


* Federal Reserve Bulletin, November, 1919, p. 1009. 
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weakness of the plan for a “stabilized dollar” is that in some 
situations a rise or even a fall in prices is socially desirable. But 
scarcely ever should this rise or fall be encouraged unless such a 
course appears necessary to solve some perplexing problem of 


distribution or to make function better the productive energies of Pa 


the people. 

But easy credit has other effects than those discussed. It may 
mean the use of funds provided by the reserve institutions in a 
manner contrary to the terms of the Federal Reserve Act. And it 
is no doubt true that of all the factors influencing the Board to 
restrict credit advances this has been the most important. It was 
both a matter of observing the terms of the Act and of avoiding 
objections previously urged against an earlier formulated plan of 
centralized banking. When one recalls the vigorous denunciation 
of the Aldrich plan on the ground that it concentrated control of 
bank credit too largely in the hands of the dominant banking 
interests one can easily understand how anxious the reserve admin- 
istration must have been to render impossible a similar accusation 
against its own system. And stubbornness in this matter did not 
depend upon the successful establishment of any difficult point of 
controversial theory. It could be based solely on the formal 
declarations of the Act. 

Now that so much success has been had in reducing the volume 
of war paper in the hands of member banks the Board may proceed 
more vigorously in curbing the use of funds based on its advances 
in unwarranted speculation. But this is only a small part of the 
problem. The volume of security speculation is fanned by other 
winds than those of easy credits. Rising commodity prices, made 
possible perhaps by excessive liberality in grants of commercial 
credit, offer equal encouragement to the speculator. And the 
principal objection against the use of reserve bank funds for 
speculation was based upon the fear that thereby the volume of 
funds for assisting commerce and trade was restricted. Are not 
our present difficulties due to an excessive rather than to a deficient 
volume of commercial bank advances? It would seem that we 
cannot be assured of a proper control of credit solely on the basis 
of the insistence that speculative operations shall not be encouraged. 
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But may we not find in the methods employed to restrict 
rediscounts a better clue regarding the Board’s probable future 
policy than in any point thus far discussed? Let us first turn our 
attention to the weapon traditionally regarded as the first line of 
defence of a centralized banking system, raising rediscount rates. 

Objections in the way of controlling credit by increasing redis- 
count rates fall in the main under the following heads: 

1. American business has been conducted on the basis of such 
liberal margins above costs that higher rates might not restrict 
seriously the demand for credit. 

2. Since credits obtained by member banks through redis- 
counting with reserve banks count as the legal reserves of member 
banks effective use of this weapon must mean the imposition of 
absurdly high rediscount rates. 

3. Increasing interest and discount rates in the market does not 
distinguish between legitimate and illegitimate demands for 
credit; it imposes the same handicap upon all, regardless of the 
genuineness of the demands for credit. 

We shall discuss each of these in turn. 

Expression was given to the first difficulty in the October, 1919, 
issue of the Bulletin as follows: 


The extent to which Federal Reserve Bank rates may normally be expected 
to be “effective” in the sense in which that term is used in Continental Europe 
still remains to be determined. Our experience under the Federal Reserve 
system is too brief to enable definite conclusions to be drawn with reference 
to this matter. It seems doubtful, however, whether, for a long time to come 
and taking the country as a whole, there will be any such close connection of 
Federal Reserve Bank rates with the volume of credit in use as was to be noted, 
for example, in prewar days in England, the home of central banking. Our 
nearest approach to an effective Federal Reserve Bank rate was reached 
in the closing months of the year 1916." 


Then follows a statement of the fact that since American busi- 
ness is conducted on the basis of very liberal margins above costs a 
slight increase in commercial discount rates might have little or no 
effect. In other words member banks could pass on any increase 
to the borrowing public without great difficulty. 


* Federal Reserve Bulletin, October, 1919, p. 911. 
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In the matter of the Bank of England’s control over the London 
money market much has been made of the difficulty encountered in 
rendering effective the “Official” rate. Often the Bank of England 
is forced to rely upon other weapons in the endeavor to make the 
market conform. With little experience to guide us in the operation 
of our own system it is not startling, therefore, that the Board 
refrained from advocating any great increase on the occasion of 
the first advance in November, 1919. The general increase on this 
date was one-half of 1 per cent, with the differential in favor of war 
paper maintained. And on December 11, after the autumnal de- 
mand for funds had subsided, another slight increase was authorized 
by the Board. 

The beneficial effect of these increases was undoubtedly greater 
than anticipated. And the most decisive results seem to have 
been attained in New York City. In the four weeks ending 
February 13, 71 banks in the city which report weekly to the 
Board reduced loans by $178,000,000. The 733 reporting banks 
elsewhere in the United States increased their loans in this period, 
however, to the extent of $67,000,000. But all in all, the results 
of what may properly be called experimenting in rate control were 
such that increased reliance came to be placed on this weapon. 
Accordingly by the late spring of 1920 rates in many districts on 
commercial paper were advanced to 7 per cent, thus bringing the 
rediscount charge into conformity with the commercial rate. 

But one theory was current in a limited circle at this time, 
which, if true, would have rendered this weapon of no avail. It 
will be recalled that since the amendment of June 21, 1917, all 
that counts as a legal reserve of a member bank is credits with a 
reserve bank. Among other ways these credits may be established 
by rediscounting. But reserves thus established may be multiplied 
manifoldly in determining the volume of deposits member banks 
may create for their customers. If, for instance, a member bank’s 
legal minimum is 10 per cent, it may loan ten dollars for every 
dollar of reserves. It could receive interest on ten dollars of 
discounts while paying interest on one dollar of rediscounts. Any 
slight advance in rediscount rates would appear therefore to be of 

1 Tbid., March, 1920, pp. 221-22. 
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small importance. And to be really effective must not the rate 
be absurdly high, as for instance, 18 or 20 per cent ? 

Various answers were offered to this puzzling question. Some 
argued that it was merely a matter of the bankers not understanding 
the operation of the reserve system. But in most situations 
bankers were correct in refusing to admit the profit if the rediscount 
rate was higher than the discount rate. Every dollar advanced to a 
customer increases the extent to which checks drawn against that 
account will be deposited with other banks. To increase loans 
$1,000 might mean the increase of $1,000 debit balance at the 
clearing-house. Debit clearing-house balances mean the loss of 
cash. The process of creating these deposits would then be profit- 
able only if the credits had been obtained from the reserve banks 
at a lower rate of interest. 

The last difficulty, that higher rates mean the cutting down of 
loans to all equally, to the needy possibly on the same basis as 
to the extravagant borrower, proved more serious. If obliged to 
curtail credits member banks would in many situations begin with 
those accounts not regarded as necessary to advance the productive 
efficiency of the community. But in other situations credits which 
rank highest from the standpoint of advantage to the banker might 
not be those most essential to the community. Thus the Board 
states: 

There is no ready method in reserve banking by which the use of reserve 
facilities can be withheld from use in undesirable lines of activity without, 
also, being withheld from use in desirable lines. 

A partial answer to the problem of how to check the excessive 
borrower was found, so far as the borrower is a bank, in the terms of 
the Phelan Bill? which passed Congress on April 13, 1920. By the 
terms of this act rediscount rates may be increased by the reserve 
banks to those member banks whose rediscount applications exceed 
a specified base line to which the normal rate applies. The increase 
in rates for excessive borrowers as it has been worked out in two 
districts has resulted in some cases in the imposition of rates as 


* Federal Reserve Bulletin, October, 1919, p. 911. 
* For an explanation of the working of this act, see Federal Reserve Bulletin, 
August, 1920, p. 777. 








' 
tf 
; 








Sty MRT TS oe 





THE WORK OF THE FEDERAL RESERVE BOARD 73 


high as 9 per cent. This should be of some assistance in limiting 
advances to those banks which seem likely to use the rediscount 
facilities. 

But no ideal solution can be found solely by the working of 
such an indirect force as increase in rates. To supplement it a 
more direct method of control is required. Accordingly, by warn- 
ings and advice to the member and district banks the Board has 
endeavored to restrict the granting of “unessential” loans. As to 
the effectiveness of such advice there is a great difference of opinion. 
But in view of the desire of most member banks to avoid contro- 
versy with reserve banks and of the Board’s power of direct control 
over reserve bank directorates, a power which it can exercise as it 
wishes, it appears to the writer that much may be accomplished in 
situations where the advice is supported by sound argument. It 
seems at least as if experience has shown that banks pay con- 
siderable heed to such warnings. 

But what definition shall be given to unessential credits? 
The following might be employed: 

1. Credits requested by industries which during the period of 
hostilities were regarded as unessential. 

2. Credits required by industries whose services are not regarded 
as useful or beneficial to society. 

3. Credits to be used for speculative purposes or to render 
possible the withholding of goods from the market. 

The uselessness of the first criterion is scarcely debatable at 
the present time. Requirements of war time differ from those of 
peace. Probably not much would have been heard of this had not 
some industries conceived the belief that the Board’s counsel 
meant the revival of war-time restrictions. On several occasions 
Governor Harding has reiterated that this was not the mind of the 
Board. 

In regard to the second basis of distinction few would agree 
that the time has yet arrived when we wish the banker to sit in 
judgment as to the ethical character of our wants. 

As to prohibiting the use of reserve bank funds to support 
speculation or the withholding of goods from the market, we 
encounter many difficulties. Now that the security speculator 
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has had his feast the farmer feels that in this time of need his turn 
should come. But any liberality here may mean the taking of a 
class position. The consumer feels that after all these years of 
waiting the Board should not nullify the first favorable turn the 
market has yet brought him. The problem thus becomes one of 
granting such credits as are required to provide for the legitimate 
needs of the producer without taking undue advantage of the 
consumer. 

Can such a close distinction be drawn successfully? The 
Reserve Board’s answer is that it has endeavored and will endeavor 
to grant such funds as are required in the orderly marketing of 
crops. Thus we read in the Bulletin for December, 1919, some 
remarks addressed to certain cotton growers’ interests: 


The Board has consistently advocated during the past five years the policy 
of orderly marketing of crops. Assuming that adequate warehousing facilities 
are available, it seems to be in the interest of the consumer as well as of the 
producer that staple commodities remain as far as possible in the hands of 
producers until sold for consumption. This policy gives the producer the 
benefit of an average price in that he is not required to “dump” his products 
upon the market in excessive volume, thereby depressing the price to the 
advantage of favored consumers or of speculators who do not as a rule pass 
the advantage on to the consumer. Owing to the great number of producers 
there will always be competition between them to sell which would not be the 
case if larger syndicates were able to acquire control of the bulk of the crop.* 


And, in a letter addressed by Governor Harding to a counsel of 
the National Canners’ Association we find: 


It is evident that there are certain seasons of the year when loans of a 
particular kind must be made in large volume and are entitled to more con- 
sideration than would be the case at other seasons, this being dependent upon 
the character of the industry. There is a wide difference between the granting 
of credit by banks for crop moving purposes at a time when crops are moving, 
or for canning or cold storage purposes at those seasons of the year when 
goods naturally pass into the hands of the canners, and the making of loans on 
agricultural products at periods when they should be marketed and not hoarded, 
or in lending on canning or cold storage products when they ought to be sold to 
jobbers and retailers instead of being held indefinitely for higher prices.? 


* Federal Reserve Bulletin, December, 1919, p. 1109. 
2 This letter has been published in the Commercial and Financial Chronicle, 
July 10, 1920, pp. 137-38. 
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These statements of the Board’s policy illustrate the extreme 
difficulty of the problems with which the Board is now confronted. 
It is no doubt true that in such demands as these lies the greatest 
danger in the attempt to maintain firm control of credit. If the 
Board surrenders in unwarranted manner to one of these interests it 
becomes all the more difficult to resist the demands of another. 
A simple and scientific manner of defining essential credits would 
at least prove welcome. 

In the attempt to formulate such a definition some have come 
to stress the matter of guaranties of prompt repayment. The test 
of essentiality is thus reduced to that of liquidity; to the ability of 
the borrower to liquify his paper. In the words of the director 
of the Division of Analysis and Research of the Federal Reserve 
Board: 

If for example, it should appear that a borrower had fallen into a way of 
business which required the extension of a longer and longer credit to customers, 
or that he was drawing upon securities of which he might stand possessed in 
order to protect or collateral paper which he was keeping practically perma- 
nently in bank, or for which he was asking repeated renewals, the situation 
would be such as to raise a strong presumption against the essentiality of his 
borrowing. 


Except in certain minor instances, however, the Board has 
steadfastly refused to define essentiality. According to a statement 
by Governor Harding: 

It is not sufficiently close to the actual day-to-day requirements of business 
to lay down rules as to what loans are for essential purposes and what loans 
are not. The Federal Reserve Banks in their dealings with member banks 
are better situated in this respect, but ultimately the main responsibility of 
such decisions must rest with the commercial banks themselves, which in 
their dealings with customers are in a position to ascertain the purpose of 
each loan and to decide whether this purpose is essential or not.? 


It is easy to understand the necessity of the Board’s refusal to 
define essentiality so far as the member banks are concerned. 
For these institutions Willis’ test of liquidity is undoubtedly as 
good as any which can be had. But for the district reserve banks 

*H. Parker Willis, ‘Discrimination in Inflation,” Commercial and Financial 
Chronicle, September 11, 1920, pp. 1040-41. 

2 Federal Reserve Bulletin, August, 1920, pp. 774-75. 
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it will not suffice at all. For what circumstances determine the 
liquidity of paper over the general field? It is obvious that one 
factor must be the inflation of the currency. All loans are more or 
less liquid in a period of rapidly rising prices. 

But this does not mean that the Board should give up the 
attempt to define essentiality so far as the district reserve banks 
are concerned. For unless there is a clear formulation of the 
Board’s belief the district banks in rejecting or accepting rediscount, 
applications cannot know whether they are carrying out the 
Board’s will. There cannot thus be any policy consistently 
accepted the country over. Without such a policy the reserve 
system cannot function as intended. While liquidity may be made 
the test so far as each member bank is concerned, the general con- 
ditions affecting and underlying liquidity must be determined for 
each district by the district directorate and for the nation as a 
whole by the Federal Reserve Board. 

The only possible basis for such a test has already been 
suggested. Increase in the volume of rediscounts should be per- 
mitted so long as the main effect is to enlarge the volume of 
production and not to raise the level of prices. Decreases in redis- 
counts should be enforced when it appears that the volume of 
business and consequently the need for credit is declining. Over 
a long period of time increases in rediscounts should be apportioned 
to the natural rate of growth in the productive capacities of the 
people. ‘To express the matter in terms of the equation of exchange 
(P=) M should be altered when its principal effect will be 
borne by T and not by P. 

What specific and detailed rules should be drawn up to realize 
these results the writer has not the necessary facilities to indicate. 
But before such specific regulations are formulated it is necessary 
that there be a clear and consistently accepted conception of the 
relation of increasing bank credits to the level of prices and the 
volume of trade. The writer’s principal purpose in writing this 
article is to insist upon the necessity of such a formulation. 

No other basis of approach can prove adequate in the proper 
control of commercial credit. Leaving the definition of essentiality 
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entirely to each member bank will not do. Requiring all banks to 
reduce credits with equal rapidity is obviously unscientific. The 
state of the reserve ratio, varying as it does through the working of 
accidental forces, will not suffice. If the reserve bank which 
increases rediscounts cannot be made to defend such a course on 
the ground that it is necessary to unlock unused productive resources 
or to meet an enlarged seasonal demand; if production statistics 
cannot later be employed to justify the validity of the bank’s 
pleas, there is no possibility of a scientific regulation of rediscounts. 
And if the desired solution cannot be found along these lines 
it is difficult to understand how the desire for sectional or factional 
advantage can prevent the employment of political power, with 
the danger that the whole matter of reserve bank policy shall 
become a football in the arena of politics. At the present time 
there are many evidences of such a danger. It may be that ahead 
of the reserve system lie times as troublous as those which witnessed 
the dissolution of both the First and Second United States Banks. 


Harotp L. REED 
WASHINGTON UNIVERSITY 








WAGES AND HOURS OF LABOR IN 1919! 


This survey was conducted during the period—September, 1918— 
June, 1919, in 28 industries, located in 43 states, and covered plants 
employing 404,758 wage-earners. Approximately 95 per cent of the 
schedules were for periods from December, 1918, to May, 1919, inclusive. 
The survey in the main, therefore, covers the post-armistice period. 
The material collected concerning the number of hours actually worked 
and the earnings per hour is classified in respect to (a) industry, (0) sex, 
(c) state. 

The following tables, perhaps, summarize the general results more 
concisely than those of the Bureau. 


TABLE I 
Hours WoRKED PER WEEK AND EARNINGS PER Hour OF MALE EMPLOYEES 























Hovrs WorkED PER WEEK* EARNINGS PER Hour WorKED 

Cumu- Cumu- 

Number of Hours} Number of Per- lative |Earnings per Hour | Number of Per- lative 
per Week Workers jcentage| Per- in Cents Workers j|centage| Per- 

centage centage 
Under 24.....} 32,423 10 10 Under 20..... 1,715 I I 
24-30....... 18,333 6 16 OO... occas 18,364 6 7 
ree 20,483 6 22 ee 51,557 16 23 
eee 28,180 9 31 eee 80,089 25 48 
42-48........] 41,768 13 44 PN da 5 0-8 60,718 19 67 
pe 74,273 2: 67 NG iit ata cord 41,551 13 80 
54-60...... 56,709 18 85 Se 23,689 7 87 
60-66........| 26,532 8 03 WG cSa0sics'y 15,152 5 92 
cee eee | 8,570 3 96 QO-100....... 0,487 3 95 
Over 72 | 11,676 4 100 SOO-825...... 10,646 3 98 
ey eee Ltacisdinanerssoael Over 125..... 5,978 2 100 
Totals... . | 318,946 100 100 Totals..... 318,946 100 100 




















*The report divides the total number of hours worked per week by six to secure the number 
worked per week-day. 

The average number of hours worked per week was 45.6, and the 
average earnings per hour were 56.1 cents. The average weekly 
earnings were, therefore, $25.61. 


* “Industrial Survey in Selected Industries in the United States, 1919.””. Preliminary 


report. United States Bureau of Labor Statistics. Bulletin No. 265. 
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The hours worked per week averaged 45, the hourly earnings 30.1 
cents, or average actual weekly earnings of $13.55. 
TABLE II 


Hours WorRKED PER WEEK AND EARNINGS PER Hour oF FEMALE EMPLOYEES 

















Hours Workep By WEEK EARNINGS PER Hour 
Cumu- Cumu- 
Number of Hours} Number of Per- | lative | Earnings per Hour} Number of Per- | lative 
Worked per Week} Employees jcentage| Per- in Cents Employees | centage er- 
centage centage 
Under 24..... 4,284 5 s | Under x6..... 4,384 5 5 
a ae 2,775 3 8 a Se 9,144 II 16 
SP 5565-065 4,829 6 14 ene 17,143 20 36 
og ener 9,943 12 26 >. Serer 17,246 20 56 
Ee 20,261 24 50 BD. «0.601015 23,455 27 83 
re 31,805 36 87 eS 9,846 II 04 
Ce 11,187 12 99 GO-OO...0..625 3,176 4 98 
Over Go. ..... 728 I 100 | 60-70........ 917 I 99 
CVE? FO. .....6: 501 I 100 
Totes. .... 85,812 | 100 | 100 PS 5.05.94 85,812 | 100 | 100 


























These general tables indicate the following conclusions: 

1. That even if the worker lost no full weeks of employment during 
the year, the average yearly earnings for each male worker would at 
the above rates, be only $1,332. Yet this is $205.00 less than the 
amount which W. C. Beyer of the Philadelphia Bureau of Municipal 
Research paid as the amount necessary to support a family of five 
n that city in October, 1918. 

2. That a large section of the men employed suffered from extensive 
under employment. Ten per cent were employed for less than 24 
hours per week, 16 per cent for less than 30 hours, 22 per cent for less 
than 36 hours, and 31 per cent for less than 42 hours. Some of the 
economic effects of this underemployment upon the worker can be 
seen from the fact that assuming the average hourly wage for these 
short-time workers was the same as that for the whole group, a week’s 
work of 24 hours would net only $13.66, or a yearly rate (with no 
allowance for weeks lost) of only $710.00; a week’s work of 30 hours 
would net only $16.83, or a yearly rate of $875.00; a week’s work of 
36 hours would amount to $20.20, or a yearly rate of $1,050; while 
a week’s work of 42 hours would mean a weekly wage of $23.56 and a 
yearly earning rate of $1,225. 

Although part of this loss of time was caused by turnover and by 
“voluntary” abstention from work, it is clear that it was due chiefly 
to the plants being so run that full employment could not be secured 
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The workmen of the country, therefore, have a legitimate grievance 
against the managers of individual plants in particular, or our industrial 
mechanism in general, that such a large percentage was not afforded 
an opportunity to do a full week’s work, though employed. Added 
to this is the loss of production and the lack of utilization of the overhead 
spelling a greatly reduced output and higher prices to the consumer. 
Some industries made an especially bad record. Thus 21 per cent of 
the bituminous coal miners were employed for less than 24 hours per 
week, and 43 per cent for less than 30 hours per week; while 30 per 
cent of the men in the logging industry, 19 per cent of those in iron and 
steel mills, 17 per cent of those in lumber mills, and 1o per cent of those 
employed in chemical plants worked less than 24 hours per week. 

Since the average number of hours worked per week was only 45.6 
it is apparent that if those who were employed for less than this number 
were guaranteed this average, those who were compelled to work longer 
could have had their hours reduced to this point, with certainly no 
loss and probably with an increase over the existing output. There 
can be but little excuse for industry grossly underemploying some men 
and grossly overworking others. The steel industry appears as a 
conspicuous offender in this respect, for while 19 per cent of the 
employees studied were employed for less than 24 hours per week, 
18 per cent worked 72 hours and over per week. 

The workmen, therefore, may demand more continuous employment 
as well as a shorter day for those already working excessive hours. If 
this survey is typical, a universal 8-hour day, or 48-hour week, if accom- 
panied by the provision of full-time employment, would mean an actual 
increase over the number of hours now worked, and undoubtedly a 
great increase in production. Moreover, it seems probable that we 
could afford a 44-hour week with little or no loss in production. 

3. The 1903 Census Report on Employees and Wages showed that 
the average wage for women was approximately one-half that for men. 
This proportion seems to hold today; if this study is representative, 
there has been no decrease in the disparity of wages between the sexes. 

It is very desirable that the Bureau of Labor Statistics be furnished 
with sufficient funds to make similar surveys periodically. Until this 
is done we cannot, of course, be sure that the post-armistice conditions 
were typical. This survey, however, provides significant material and 
at least furnishes ground for a strong suspicion that our industrial 
mechanism is running at much less than full efficiency, even when 
measured by the crudest of tests—that of steadiness of work. 

Pau. H. Dovuctas 
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Speculation and the Chicago Board of Trade. By JAmes E. Boyte. 
Macmillan Co., 1920. Pp. x+277. 

This little book, as its title indicates, attempts two quite distinct 
tasks—a description of the Chicago Board of Trade, with an appraisal 
of the value of its services, and a discussion of the social value of specula- 
tion. The attempt to cover both these topics results in an excessive 
compression of parts of the discussion and in a noticeable lack of unity, 
for on the one hand the Board of Trade is not primarily an agency of 
speculation, and on the other hand speculation cannot be discussed 
adequately as a by-product of the grain trade. 

After two introductory chapters on the economic function of a 
market and the place of Chicago as a grain market, chapters iii and iv 
(100 pages) describe the structure and operations of the Board of Trade. 
Chapter v, which comprises nearly half the book, is entitled “The 
Chicago Board of Trade and the Problem of Speculation,” but is really 
a discussion of speculation in general, only two or three pages having 
special reference to the Board of Trade. 

The book offers a readable presentation of a subject in which the 
public is greatly interested and in relation to which there is, as the 
author says, the greatest need of more light and less heat. Few people 
are more thoroughly conversant with the grain trade than is Professor 
Boyle, and his book contributes its quota of light, though it cannot be 
said to be free from heat. The author is thoroughly convinced of the 
soundness of our present system of marketing grain and of the vital 
importance of such institutions as the Board of Trade, and he loses no 
opportunity to demolish an opponent. He finds no dearth of vulnerable 
adversaries, and on the whole makes out an excellent case. For the 
general reader, to whom it is presumably addressed, the book should 
prove both interesting and useful, though marred by its controversial 
atmosphere. 

Economists and other special students of marketing and of specula- 
tion, on the other hand, will be disappointed that a work so well done 
and so well worth doing should not have been done better. On the 
marketing side, little is added to the descriptions already given us by 
such writers as Weld and Huebner, while the discussion of the theory 
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of speculation is distinctly less penetrating than the work of Emery and 
of Brace. Moreover, either on account of haste or limitation of space, 
important elements are omitted from the descriptive sections, and con- 
troversial questions are often disposed of by a half-finished analysis or a 
citation of evidence sound in quality but inadequate to support the 
conclusion. 

Turning first to the section describing the Board’s organization and 
operations, we find bare mention given to the trade in pork products, 
both cash and futures, though the latter is a unique feature of the 
Chicago Board. The rules and customs concerning deliveries on future 
contracts are not explained, though there is a good description of direct 
settlement and “ringing out.” Other minor omissions are the activi- 
ties of “spreaders,” the futures trade in barley, and the connection of 
the Board of Trade with the cash trade in flaxseed and minor grains. 
The discussion of options (88-89) fails to make their use clear, and the 
price paid for an option is wrongly called a margin. The extent of the 
protection offered by a hedging contract is exaggerated: “A person who 
is neither long nor short is running no risk, he is hedged” (p. 34). The 
reader should be cautioned that when the price of cash grain is above 
the futures the difference cannot be hedged, and that cash prices, 
especially for “off grades,” often fluctuate quite differently from the 
futures. 

Chapter iv contains some very interesting historical material and 
an analysis of one day’s market which is one of the book’s most valuable 
features, as it includes new data concerning the volume and character 
of the contract trade. On the chosen day about two million bushels of 
cash grain and thirty-six million bushels of futures were sold, 80 per cent 
of the futures trading being members’ own trades. As is pointed out, 
this shows an expenditure for commissions far lower than the figures 
which are often cited from guesswork. 

In the section dealing with speculation two conclusions are advanced, 
first, that speculation is not a cause of the larger price fluctuations, and 
second, that it does not make for either high or low prices, but tends to 
stabilize prices near the supply and demand level. This has long been 
accepted economic theory and in the absence of conflicting evidence 
may be presumed to be correct. It cannot be said, however, that 
Professor Boyle’s analysis adds to our confidence in the theory. On 
the first point, the range of fluctuations, this argument is offered: 
“No speculators are trading in government bonds of the United States 
Government.” (Are we so sure of this?) “Yet the price of these bonds 
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fluctuates from day to day.” This is supported by tables of monthly 
prices showing a twelve-month range of three and a half points for 
coupon bonds of 1925 and of five points for Panama 3’s of 1961. 
“They offer proof that prices fluctuate wholly independent of specula- 
tors” (p. 122). Two questions suggest themselves at once to a captious 
reader: first, might not the very smallness of these fluctuations be 
turned into an argument in rebuttal, and second, is a proof that prices 
fluctuate independently of speculation exactly relevant to the question 
whether speculation is one cause of fluctuation ? 

Again, in the same connection, we are given comparative tables 
showing a much greater annual range of prices (1899-1916) in barley 
than in oats and wheat. (Barley had at that time no futures market.) 
But an examination of the original figures in the Reports of the Board 
of Trade shows that the oats and wheat prices are for contract grade, 
while the barley prices are for the whole range from inferior to choice! 
Comparable figures for barley are not available, but prices of No. 2 rye 
for the same period, which are published by the Board of Trade, show 
a fluctuation smaller than that of wheat in twelve years and smaller 
than that of oats in fourteen years out of the eighteen, although there 
was no futures trade in rye. 

Professor Boyle’s second proof, a comparison of the range of wheat 
prices over twenty-year periods before and since the introduction of 
future trading is also unconvincing. The years of the Great War are 
excluded from the comparison, but no account is taken of the equally 
disturbing influence of the Napoleonic Wars, and we are given no 
assurance that the earlier figures are for a uniform grade of wheat. 
In any case, the improvement in transportation and communication, 
for which the author notes that allowance must be made, seems quite 
adequate to account for the entire change. 

Concluding pages deal with the evils of speculation and offer cer- 
tain suggestions for reform. The reforms suggested are, first, education; 
second, government inspection of the books of commission houses; 
and third, certain modifications in the practices of the Board. The 
objective of the education program is to teach the public what a very 
slender chance the amateur has, thereby reducing the number of unfit 
speculators who trade on insufficient information. Apparently it is 
implied that if we could eliminate this group all the rest could continue 
to make money, but the point is not worked out. This is the crucial 
difficulty in the whole problem of eliminating the evils of speculation. 
The social benefits of a broad speculative market for hedging purposes 
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are generally admitted, but it is hard to see how such an organization 
can exist unless we have a group of losers as well as a group of winners. 
Eliminating the present group of losers would apparently lift the level 
of competition and crowd some of those who are now above the margin 
of competence into the losing group. The fallacy is similar to that of 
the reformers who propose to permit hedging sales but eliminate the 
speculators who buy the hedges. 

The detailed reforms proposed seem to be sound—greater care and 
scrutiny in admitting new members, stricter rules concerning the taking 
on of new customers, and a closer censorship of market news letters. 
The proposal for government inspection of books of commission houses 
is intended to protect the public from the risk of losing margins and 
profits through insolvency of commission houses. This seems quite in 
line with the trend of our political development. It is not clear, however, 
what purpose is to be accomplished by publishing, as Professor Boyle 
suggests, the total amount of bad debts on the books of solvent firms. 

The twenty-two appendices contain a considerable amount of inter- 
esting material. The most valuable is Appendix 20, a set of twenty 
documents showing the life-history of a car of grain consigned by a 
country dealer to a Chicago commission house. 

CHARLES O. Harpy 

UNIVERSITY OF CHICAGO 


The Nonpartisan League: Its Birth, Activities and Leaders. By 
Witt1AM LANGER, Attorney-General of North Dakota. 
Published under Penalty of the Anti-Liar Law of North 
Dakota providing for one year in the Penitentiary. Mandan, 
N.D.: Morton County Farmers Press, 1920. Pp. 240. $1.65. 


In the Northwest there are no neutrals on the subject of the Non- 
partisan League. It was and is a fighting organization. Langer’s 
book is the third one on that subject, and, like its predecessors in one 
respect, it is written by one on the inside. But it isa heated and vigorous 
frontal attack on the League. It cannot, however, be dismissed as a 
mere partisan bit of writing, since it is supported in legal fashion by 
documentary evidence. As attorney-general of the state, a position to 
which he was twice elected by the League, Langer was a member of the 
. small! inner council that knew all the devious workings of the League 
leaders. 
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Langer indorsed the original League program of state-owned flour 
mills and elevators, state hail insurance, and tax reform. But the 
League, once in complete control of the government of North Dakota, 
soon passed beyond this original program. The break came when the 
League leaders flouted the voters’ wishes in the matter of a state super- 
intendent of public instruction, and placed in the hands of a small 
League board the control of educational matters from the state uni- 
versity down to the country school, including the selection of textbooks 
and outlining courses of study. Langer, easily the ablest man chosen 
by the League, performed his duty as he saw it, and upheld, in so far as 
he was able, the side of the duly elected state superintendent. (It is 
interesting to note in passing that the voters had another chance to pass 
on this whole matter in the 1920 elections, and indorsed the stand taken 
by Langer, and re-elected the same state superintendent.) 

Since the League leaders could not rule Langer, they started to 
ruin him. While this book is largely objective in its treatment, it does 
give glimpses into the hard and merciless methods of the League attack 
on the author. 

According to Langer, the economic reforms which were promised 
have not been accomplished; the political “reform” has consisted in 
exchanging an “old gang” for a “new gang” far more powerful and 
irresponsible to the farmers than the old gang. 

By citing documentary evidence, the author shows that each of 
the prominent leaders in the League movement was a Socialist. In 
1912 the Socialist vote for governor in North Dakota was 6,834; in 
1914 it was 6,019; in 1916 it was 2,615; and then the party disappeared, 
being merged into the League. These leaders, Langer states, are not 
farmers, not friends of the farmers, but are seeking both power and 
money, by hook or crook. They have collected several millions of 
dollars from the farmers of the state and of adjoining states, and no 
accounting has been made to the farmers. 

Following these indictments, Langer brings other specific charges 
against them, which we may discuss in order. 

1. Taxes.—“Four years ago,” to quote, “the state officers were 
elected upon the plea that the people wanted lower taxes, less of politics 
and a more economical administration. As soon as Townley, Lemke and 
Wood got control of the administration, instead of lower taxes, they 
doubled and trebled them. Instead of economies, extravagances 
abounded. .... Not only are the laws so drawn that they can give 
out all the jobs they wish, but they can pay any salary they choose, 
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and there is the even greater political evil of promising men jobs before 
election and then being unable to fulfill the promise.” 

2. Banking.—In planning control of the state the League leaders 
early sensed the possibilities of having control of banking and credit 
facilities, and at the same time having power to punish their “enemies” 
—the country bankers who were not for the League. Soa League bank- 
ing system appeared. At the top was created a state bank under 
control of the governor. The $2,000,000 capital was furnished by the 
state. Deposits came from the state and every political subdivision 
of the state—counties, cities, townships, school districts, etc. The law 
required these funds, many millions of dollars, to be deposited in the 
state bank. This left all private deposits, however, beyond the reach 
of the League leaders. ‘Townley’s scheme,” says Langer, “was the 
organization of a chain of 200 banks in North Dakota..... With 
the Bank of North Dakota in full operation, and with the Scandinavian 
American Bank of Fargo as a big central bank, Townley felt that he 
could put the scheme over. Eleven of these banks were in process of 
organization, three of them actually organized before I, as attorney- 
general, became aware of the latest attempt to control the financial 
affairs of all of the farmers of North Dakota..... Townley, of 
course, not the farmers, was going to have control of these banks.” 

As a member of the State Banking Board, Langer frustrated this 
scheme. As a member of this same board, Langer recounts the shady 
transactions of League leaders in connection with the Valley City Bank 
deal and the Scandinavian American Bank of Fargo. 

3. The newspapers and public opinion—By passing the Newspaper 
Printing Bill (chapter 188, Laws 1919), the League was able to designate 
an “official paper” in each county, in which paper all legal publications 
must be made. This law had the double effect of killing off 
many “enemy” papers, and creating some fifty League papers in the 
state. “The Socialist leaders,” says Langer, “through control of the 
press can ruin the reputation of any man who will not humbly bend 
his knee to them.” 

4. Political machine.—That the new political: machine fastened 
upon the farmers of the state is infinitely more dangerous than the old 
machine is proved in chapter iv. “Under this new machine, ”says 
Langer, “the commissioner of immigration can appoint any number of 
men and fix their compensation and send these men to Washington, 
Utah, Texas, Wisconsin or any other state in which the Socialists are 
making their fight and help them. And, this is best of all, they can 
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bring these men back to North Dakota near election time as they did 
last June. I am talking about a department of the state government. 
Come on Frazier, come on Townley, the courts are open. Arrest me if 
it isn’t true!” 

The Liar Law, passed by the League legislature, provided a penalty 
of one year in the penitentiary for any state official guilty of publishing 
false statements with reference to any state department, institution or 
industry. This law was frankly aimed at Mr. Langer and two other 
officials whose defection was crippling the League. 

Langer’s book is a ringing defiance of this law. “I have wilfully 
published this book in every county in the State,” he says. “I chal- 
lenge arrest..... And if I am not convicted, it will be conclusive 
proof to the thousands of farmers in North Dakota that what I say in 
this book is the truth. ... . I say to these men—all of them—come on. 
The time for calling names is at anend. The time for action is here.” ~ 


James E. Boye 
CoRNELL UNIVERSITY 





Trade and Navigation between Spain and the Indies. By CLARENCE 

Henry Harinc. Harvard University Press. 

“Tt is a description of the trade and navigation between Spain and the 
New World, of the commerce which made possible the creation of this Spanish- 
American civilization ....” that the author attempts to present in this 
monograph. The approach to the subject is made from the point of view of 
one interested in the specific facts of the commercial development, and accord- 
ingly, the student who is interested in the details of the development of Spanish 
colonial schemes will find much to interest him. 

The book is divided into two parts. The first deals largely with the 
organization of the colonial trade, the administrative machinery developed 
for its control, the nature of the Spanish governmental monopoly, and the 
effects of that monopoly on American and Spanish commercial developments. 
The second part of the book deals with navigation: the character of sixteenth 
century navigation, and the state of nautical science, interesting lights being 
furnished on early navigators, corsairs, and freebooters. The author does 
not deal—and this is probably to be regretted—with the larger aspects of 
the American colonial development. The circumstances and events of that 
development produced profound changes in the then existent commercial 
situation, changes which were not without their effect on subsequent political 
and social history. This aspect of the development, however, is not treated. 
But within the limits which the author has set, the student in the field will 
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find a considerable amount of valuable material. He will also find the author’s 
carefully annotated bibliography, containing as it does a large list of references 
in English, Spanish, German, and French, very useful. 


The Influence of Oversea Expansion on England to 1700. By JAMEs E. 
GittesPic. Columbia University Studies in History, Economics, 

and Public Law, Vol. XCI, No. 1. 

The book is an attempted statement of the far-reaching corisequences for 
English life of the European expansion of the sixteenth and seventeenth 
centuries. ‘Just as the work of expansion into America, Asia, Africa, and 
other parts of the earth carried with it European ideas, institutions and com- 
modities to be implanted in new environments, so too it brought back ideas, 
institutions and commodities, derived from contact with non-European lands 
and peoples, which affected European life and thought to a greater or less 
degree.” Just what the effects were for English life—social, economic, 
and intellectual—is the subject-matter of this interesting treatise. 

The discoveries of the sixteenth century produced a profound change in 
the course of European development. The stir and activity that had been 
aroused by the forces of the Renaissance received an added impetus. In all 
phases of life new and unexpected changes began to take place. It is the 
nature of those changes that the author describes in this book. 

The topics dealt with include a wide variety: the changes in manners 
and customs; in commerce, industry, and finance; in morals and religion; 
in thought, in literature, and in art. But because the field dealt with is so 
extensive and the changes so far-reaching, there has been little opportunity 
to do much more than tabulate and enumerate the many changes, there has 
been little attempt at a critical analysis and estimate of the results. Never- 
theless, one will find the book a very interesting synthetic statement concerning 
a period which in the past has been but diffusely treated. 





